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BEFORE THE ARIZONA CORPORATION COMMISSION

I

DOCKET no. W-03718-09-0359

PREPARED TESTHVIONY

|

I

I

I

IN THE MATTER OF HIE
APPLICATION OF SAI-IUARITA
WATER COMPANY, L.L.C. ("SWC")
FOR AN OPINION AND ORDER OF
TI-IE COMMISSION (i)
DETERMINING THE FAIR VALUE
OF THE UTILITY PROPERTY OF
SWC FOR RATEMAKING PURPOSES,
(ii) FIXING A IUST AND
REASONABLE RATE OF RETURN
THEREON, (iii) APPROVING RATES
AND CHARGES DESIGNED To
PRODUCE REVENUES SUFFICIENT
TO RECOVER SWC'S COST OF
SERVICE AND AUTHORIZED RATE
OF RETURN, AND (iv) PROVIDING
FOR THE RECOVERY OF CERTAIN
FINANCING AND QPERATING
EXPENSES THROUGH A
SURCHARGE AND A PASS-
THROUGH TARIFF, RESPECTIVELY
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REBUTTAL TESTIMONY OF

MARIAN HOMIAK

ON BEHALF OF SAHUARITA WATER COMPANY, L.L.C.

I
I

I
a

May 17, 2010

i

i

1



1 Q.1

2 A.1 My name is Marian Homiak. My business address is 4549 East Fort Lowell Road,

Tucson, Arizona 85712.

Please state your name and business address.

By whom are you employed, and in what capacity?

I am employed by Rancho Sahuarita Management Company ("Management

Company"), which provides employee and record-keeping support and services to

Sahuarita Water Company ("Water Company") on a full-time or part-time basis,

depending upon the person and nature of the services provided to the Water

Company. In my particular situation, during the test year, I provided services as

Controller of the Water Company on a full-time basis.

How long have you been employed by the Management Company, and for

how long have you served as Controller for the Water Company?
;
»

Approximately five (5) years as to each part of your question.

Q.4 Please summarize your business and educational experience pr°or to

commencing employment with the Management Company.
I

3
4
5 Q.z
6 A.2
7
8
9

10
11
12
13 Q.3
14
15 A.3
16
17
18
19 A.4
20
21
22
23
24
25
26

From 1977 to 1987, I was employed by John Mini, Indoor Landscapes, a national

rum 'm the field of interior landscape design. I served as Vice President of

Operations during my last four years with them. In 1987, I relocated from New

York City, New York to Tucson, Arizona From 1987 to 1999, I served as

Operations Manager for Catalina In-Home Services, which provided a wide range

of services to individuals with medical problems or disabilities best addressed on a

home-site basis. Subsequently, I enrolled with the University of Phoenix, and

1
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1
2
3
4 Q.s
5 Q.5
6
7
8
9

10
11 Q.6
12
13
14 A.6
15
16 Q.7
17 A.7
18
19
to
21
22
23
24
25
26

Please describe your responsibilities as Controller for the Water Company.

As Controller for the Weer Company, I am responsible for maintaining and

overseeing the daily accounting functions for the Water Company using Generally

Accepted Accounting Principles. This includes direct management of Accounts

Payable and General Ledger, monthly f inancial reporting, and cash f low

projections.

In your capacity as Controller for the Water Company, are you familiar with

the manner in which the Management Company is compensated for the

personnel and services which it provides to the Water Company?

received a Bachelor of Science degree in Accounting in 2005. Shortly thereafter, I

began my employment with the Management Company.

Yes, I am quite familiar with that arrangement.

The Management Company's provision of personnel and services to the Water

Company is governed by the provisions of a June 1, 2007 Management Services

Agreement ("Agreement") between the Management Company and the Water

Company. A copy of the Agreement was provided to the Commission's Staff on or

about February 15, 2010 in connection with the Water Company's response to the

Commission Staffs Second Set of Data Requests. A copy is also attached to this

Rebuttal Testimony as Appendix "A" for the Commission's convenience.

Please describe the nature of the arrangement.

Under the provisions of the Agreement, each month the Management Company

submits a request to the Water Company for reimbursement of that portion of the

2
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2

3

4

5

6

7

8

9

10

11 Q.8 Have your read the April 22, 2010 prepared Direct Testimony of Commission

12 Staff witness Jeffrey Michlik in this proceeding?

13 A.8 Yes.

14

15 Q.9 Are you familiar with Mr. Michlik's recommendation that the Water

16 Company's proposed "management fee expense" be reduced from $770,603 to

17 $580,975, or by a downward adjustment of $189,628?

18 A.9 Yes, I am familiar with both that recommendation, as well as Mr.. Michlik's

19 indicated underlying reasoning.

20

21 Q.10 What is the nature of his underlying reasoning?

22 A.10 There appear to be two (2) parts or aspects to his reasoning process. The first part

23 arises 'from language contained in a paragraph at the end of Schedule 1 to the

24 Agreement which allows for the Management Company to include in its monthly

reimbursement request to the Water Company "25% for Overhead and Profit"

above the actual costs incurred by the Management Company for die employees

salaries or wages of Management Company personnel who devoted time and

provided services to the Water Company during the preceding calender month. If

the individual in question devoted l00%ot  ̀his or her time to the Water Company

(such as me), then the entirety of his or her salary or wage and associated taxes

would be attributed to the Water Company for reimbursement of the Management

Company. If the individual in question allocated only a portion of his or her time

to the Water Company during the preceding month, then only that portion or

percentage of that person's salary or wage would be reimbursable to the

Management Company.

3



and services it provides to the Water Company. Against the background of that

language, Mr. Michlik's prepared Direct Testimony states as follows :

"Since the 25 percent mark-up is a term of the management contract,

Staff concludes that the overhead and profit are already likely

included in the salaries." [Prepared Direct Testimony of Jeffrey

Michlik at page 20, lines 7-9] [emphasis added]

The second part of Mr. Michlik's reasoning process appears to arise from the fact

that the Water Company "did not utilize a competitive bidding process to select the

outside service that manages and operates the Company." From that observation

he then concludes that

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

"The Company has not demonstrated purchasing policies and

safeguards to ensure that the ratepayers are not being disadvanta,<zed. "

[Prepared Direct Testimony of Jeffrey Michlik at page 20, lines 18-

19] [emphasis added]

Q.11 What is the purpose of your Rebuttal Testimony as it relates to this area of

Mr. Michlik's prepared Direct Testimony and his apparent reasoning

process?

A.11 The purpose of my testimony is to specifically rebut with sworn testimony Mr.

Michlik's unsubstantiated assumption that the employee salaries and wages for

which the Management Company requests reimbursement from the Water

Company "likely" include a "25 percent mark-up" for Management Company

overhead and profit. That in fact is not the case, as the Commission Sta1'T was

4
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specifically advised in the Water Company's written responses to several of the

data requests contained in the Commission Staff's Second Set of Data Requests.

In addition, my Rebuttal Testimony and Appendices "B", "C" and "D" to this

testimony address Mr. Michlik's suggestion that the Water Company's ratepayers

have been "disadvantaged" by the manner in which the Water Company has

retained the personnel who assist in the management and operation Of the Water

Company.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

t o

21

22

23

24

25

26

Q.12 What is the basis for your belief that the salaries and wages, which are the

subject of the reimbursement requests received by the Water Company, do

not contain a "25 percent mark-up" for overhead and profi t for the

Management Company?

A.l2 Let me begin answering your question by unequivocally stating that the

reimbursement requests do not contain any mark-up or allowance for overhead Or

profit in connection with personnel and services provided to the Water Company.

The Agreement reflects a format used by the Management Company in connection

with personnel and services it provides to several different entities, including the

Water Company; and, the language set forth in the paragraph at the bottom of

Schedule I is common to each such agreement. It is conceivable that such a

"mark~up" may occur in reimbursement requests or statements presented to those

other entities by the Management Company.

However, in the case of the Water Company, the owner of the Management

Company made a conscious decision to not include any mark-up or allowance for

overhead or profit 'in reimbursement requests submitted to the Water Company.

•
D
•

C
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What occasioned that decision?

An awareness that the Water Company is a regulated public service corporation,

and a desire to remove this subj act as an "issue" in Water Company rate

proceedings. Given Mr. Michlik's testimony, it would appear that such "issue" has

not been removed as yet. HopefUlly, my testimony in response to his will allow for

that issue remove goal to be realized.

Q.14 Given that you are aware of such a decision by the owner of the Management

Company, how do you know that the reimbursement requests to the Water

Company do not in fact contain some "mark-up" or allowance for overhead

and profit?

I

Because of my proximity to the Management Company's operations, I am in a

position to know the actual salaries and wages of its employees who perform

services for the Water Company. Thus, I am in a position to be sure that the salary

and wage information upon which the reimbursement requests are predicated is

correct. In that regard, the actual payroll information is compiled and the payroll

function is administered by ADP, the Management Company's payroll processor.

In addition, I am also in a position to confirm the accuracy of the allocation of

Management Company employees' time to the Water Company.

I

1

2 Q.13

3 A.13

4

5

6

7

8

9

10

11

12

13 A.14

14

15

16

17

18

19

20

21

22

23

24

25 A.15 Yes. Given that the employees of the Management Company in fact receive their

26 actual salaries and wages, net of deductions, there is no way that the Management

Q.15 Is there another reason why you believe that the reimbursement requests do

not contain any "mark-up" above the actual cost to the Management

Company of the salaries and wages 'm question and related taxes?
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i

Company could divert or retain for itself any portion of a reimbursement payment

from the Water Company. As an employee of the Management Company, I can

assure you thats would know from my fellow employees if any such diversion or

withholding from salaries and wages was ever attempted; and, none has ever been

attempted or occurred.

Thus, there is no basis 'm fact for either (i) Mr. Michlik's conjecture that a mark-up

for overhead and profit is "likely" to be included in the Management Company's

salary and wage reimbursement requests of the Water Company, or, (ii) Mr.

Michlik's recommendations dirt the Water Company's $40,500 pro forma

adjustment to salary be eliminated, and the recorded test year management fee be

reduced by 25 percent.

1
2
3
4

5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20

21

22
23
24

25

26

Q.16 Would you now please address Mr. Michlik's suggestion that ratepayers have

been "disadvantaged" because the Water Company did not seek competitive

bids for its starting arrangement.

A.16 Attached to this testimony as Appendix "B" are (i) the results of 2009 Water Utility

Compensation Survey conducted by the American Water Works Association

("AWWA") and (ii) national average salaries adjusted by location 8'om the New

York Times website. We have included both surveys because the AWWA survey

is industry-specific but does not address regional differences. The New York Times

salaries are not industry-specific but they represent the median compensation for

specific jobs in Tucson, Arizona Attached to this testimony as Appendix "C" is a

comparison of the compensation of Management Company staffing used by the

Water Company on a fUll-time and a part~time basis during 2008 compared to the

AWWA survey and/or national average salaries adjusted by location from the New

7

c
•
•
s
•
•
•
•
•
•
•
•
•
•
•
•
•
•
C
•
•
•
•
•



York Times website. As you will note, the compensation paid by the Management

Company to such employees is quite comparable to and in-line with the prevailing

industry compensation standards reflected in the AWWA and New York Times

surveys for comparable positions.

Attached to this testimony as Appendix "D" is a comparison of the Water

Company's total operating costs to other water companies in Arizona for mc test

year. This chart indicates that out of 25 companies surveyed, the Water Company

is 901 when comparing total expenses per customer, which shows that the Water

Company's operating costs are very reasonable.

1

2

3

4

5

6

7

8

9
10

11

12

13

14

15

16 Q.17 Does that complete your Rebuttal Testimony?

17 A.17 Yes. it does.

18

19

20

21

22

23

24

25

26

Against this background, I do not believe it can correctly be asserted that the Water

Company's ratepayers have been "disadvantaged" by the staffing and services

arrangement between the Water Company and the Management Company.
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MANAGEMENT SERVICES AGREEMENT
(Rancho Sahuarita Water Co.)

This Management Services Agreement ("Ag1:eement") is dated, for reference purposes only,
as of June 1. 2007 ("EEtlective Date"), by and between Rancho Sahuarita Water Co., LLC, an
Arizona limited liability company ("Owner"), and Rancho Sahuarita Management Company, L.L.C.,
an Arizona limited liability company, or its assignee ("Contlactor"), in recognition of the following
facts and intentions:

A. Owner operates a private water utility business ("Business") in the Town of
Sahuarita, Pima County, State of Arizona.

B. Contractor owns and operates a business that includes providing employees and
record-keeping support and services.

c .
hereinafter.

The parties desire to enter into a contractual relationship on the terms and conditions

NOW, THEREFORE, in consideration of the mutual promises of the parties, the parties
agree as follows:

1. Independent Contractor Engagement. Owner hereby engages Contractor as an
independent contractor and Contractor hereby accepts said engagement by Owner upon the terms
and conditions hereinafter set forth.

2. Relationship. The parties agree that the relationship of Contractor to Owner shall be
that of an independent contractor, rather than a Contractor. Contractor shall have no power or
authority to act for, represent or bind Owner in any manner.

3. Control. Hours and Outside Activities. Owner shall not control or direct, or have the
right to control or direct, the details, manner or means by which Contractor performs its obligations
under this Agreement. Contractor shall devote such time, attention and energies to its obligations
hereunder as are reasonably necessary. Contractor shall be tree to engage in any activities, in
addition to those required under this Agreement, so long as such activities do not interfere with the
performance of its obligations hereunder.

4. Term. The term of this Agreexueut shall commence on the Effective Date, and shall
terminate on the earlier of (a)May 31, 2012, or (b) sixty (60) days after Owner shall deliver to
Contractor written notice of Owner's election to terminate this Agreement ("Termination Date") .

5. Services. Contractor shall provide to Owner such employees and record-keeping
support and services in connection with the Business as Owner may request, from time to time, as
Owner shall deem reasonably advisable and in the best interest of the Business. Contractor shall
deliver to Owner written reports, upon the request of Owner &on time to time (but no more
frequently than monthly), with respect to the foregoing employees and record-keeping support and
services. Notwithstanding anything in this Agreement to the contrary, the employees to be provided
by Contractor to provide services for Owner shall be deemed to be employees ofConlractor and not



of Owner to the maximum extent permitted by law. Without limiting the generality of the foregoing,
Contractor and not Owner shall be solely responsible to pay before delinquent to all applicable
governmental auModdmany and all employment related taxes and to File before delinquent to all
applicable governmental authorities any and all employment related reports and other documents.

6. Consideration. In consideration for providing the foregoing employees and record-
keeping support and services, Owner agrees that Contractor shall be entitled to receive from Ovmer
payment of the compensation set forth on Schedule 1 attached hereto and incorporated herein by this
reference. Such compensation shall be due and payable by Owner to Contractor no later than Ive
(5) business days after invoice &own Contractor.

7. Taxes. Contractor shall be responsible to ile and/or pay all taxes that may be
incured by Contractor in connection with the performance of this Agreement. Lm addition,
Contractor shall cooperate with Owner in completing such tax forms (including, but not limited to,
Forms 1099-MISC and l096) upon the reasonable request of Owner 5°om time to time.

8. Contractor Business Expenses. Subject to Section 6 above, Contractor shall be liable
to pay for the necessary business expenses that may be incurred by Contractor in its performance of
this Agreement.

9. Contractor Insurance and Indemniiicadon Requirements.

I

9.1 Contractor kxsurance Requirements. During the time of this Agreement, Contactor
shall secure and maintain in force, at Contractor's sole expense, such employment practices liability
insurance coverage in connection with the employees to be provided under this Agreement by
Contractor to Owner in such amounts ofcoverage as Contractor may determine as reasonable from
time to time and consistent with Contractor's other employment practices liability insurance
requirements or practices. To the extent possible, all such insurance shall name Owner as an
additional insured, and shall provide that Owner shall receive notice from the respective insurance
carrier no later than thirty (30) days prior to cancellation of any such policy. Such policy shall be
issued by such insurance company or companies as Contractor shall reasonably approve. Contractor
shall deliver to Owner copies fall such insurance policies or certificates of such insurance upon the
execution of this Agreement by Contractor and delivery of same to Owner, and Contractor shall
deliver to Owner copies of all renewals, extensions andendorsements of and to dl such insurance
policies upon Contractor's receipt of same.

t
i

i9.2 Contractor Indemnification Requirements. Contactor shall indemnify, defend (with
legal counsel selected by Owner) and hold Owner harmless for, from and against any and all
liability, loss, cost, damage or expense, including but not limited to court costs and reasonable
attorneys' fees, which from or are in connection with Contractor°s performance of its obligations
under this Agreement and/or which arise tram or are in connection with the actions or omissions of
the employees to be provided under this Agreement by Contractor to Owner, except to the extent of
the negligence or willful misconduct of Owner, which indemnification obligation shall survive a
termination of this Agreement for a period of two (2) years.

I
I

8

2



10. Waiver. No waiver or modification of this Agreement or of any covenant,
modification or limitation herein contained shall be valid unless in writing and duly executed by the
party to be charged therewith. The waiver by Owner off breach of any provision of this Agreement
by Contractor shall not operate or be construed as a waiver of any subsequent breach by Contractor.
The waiver by Contractor off breach of any provision of this Agreement by Owner shall not operate
or be construed as a waiver of any subsequent breach by Owner.

11. _

construed in accordance with the laws of the State of Arizona In the event of any dispute, venue
shall be the state court located in Pima County, Arizona

Governing Law and Venue. This Agreement shall be governed by and

12. Attomevs' Fees. Should it be necessary for any party hereto to institute any
proceeding to enforce this Agreement by reason of failure of the other party to comply with the
terns and conditions set forth herein, the prevailing party shall be entitled, in addition to all other
relief, to reasonable attorneys' fees and related expenses as may be determined by the court or
arbitrator.

. 13. Assienabilitv. Contractor shall be permitted assign any or all omits tight, title
or interest in and to this Agreement to any third party with notice of such assignment given to
Owner.

14. Successor Clause. This Agreement shall be binding upon old shall inure to
the benefit of the heirs, personal representatives, successors and assigns of the respective parties
hereto.

15. Entire Agreement. This Agreement contains the entire agreement between
Owner and Contractor with respect to the subject matter hereof, and supersedes all prior written or
oral negotiations, commitments or agreements, if any, between Owner and Contractor.

116. Notices. All notices required to be given hereunder shall be in writing and
shall be conveyed by (a) personal delivery, (b) U.S. Mail by certified or registered mail, postage
prepaid, with return receipt requested or (c) facsimile transmission (provided that such notice by
another approved method hereunder simultaneously), as follows* I

Into Owner: 4549 East Ft. Lowell Road
Tucson, Arizona 85712
Attention: Cort Chaliimt
FAX' (520)529-3137

Into Contractor: 4549 East Ft. Lowell Road

3
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Tucson, Arizona 85712
Attention: Fred Lewis
FAX: (520)529-3137

Each party may designate Hom time to time another address in place of the address set forth above
by notifying the other party in the same manner as provided in this Section 16.

17. Time ofEssence. Time is of the essence of each and every provision hereof

18. Severability. Each and every provision contained in this Agreement is
sevembie and, in the event that any provision herein shall be determined to be invalid or
unenforceable by any court or arbitrator of competent jurisdiction, this Agreement shall be
interpreted as if such invalid or unenforceable provision was not contained in this Agreement.

19. Interpretation. Contractor and Owner enter into this Agreement freely and
voluntarily, alter having received independent legal advice from counsel of their own choosing
concerning the legal requirements and effects of this Agreement Although counsel for Owner
prepared this Agreement, this Agreement shall note construed against Owner in any manner or to
any degree,

I

|
IN WITNESS WI-IEREOF, the parties have executed this Agreement to be effective as of the

date first written above.

|
|
1

0wnER=
Rancho Sahuarita Water Co., LLC, an Arizona limited liability company

i

i

By ShaJ Eociates. 1 Arizona cozporatiun, its Manager

B y
Row

CONTRACTOR:
Rancho Sahuadta Management Company, L.L.C., an Arizona limited liability company

By MKS Equitas Iuvestrnej Anzona corporation, MemberGsoup,

By:
Fred Lewis. President'

r
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SCHEDULE 1

COMPENSATION To CONTRACTOR

Employee Name
Employee Pay

Rate
Cindy Gaunts
Fl'ed Lewis
can Chalfant
Horiencla Lopez
Rita Logo
Mike Bowman
Ray Gauthier
Mark Sear ans
Jenna Allen
Diane McKenzie
Alelaridro Novoa
Paul Martinez
Fred Rodriguez
Marian Homlak
Raul Maldonado

$
$
$
s
$
$
$
s
$
$
$
$
s
$
s

252.29
1:535.55
22730.91

408.29
219.29

1,883.68
2,283.29
4,274.13
1,599.51
2,667.78
1,718.19
2,695.20
1 , m . s 0
2_538.90
1,774.80

Employee Pay
Frequefwy
BI-weeldy
BI-weekly
BI-weekly
BI-weekly
B1-waeldy
Bi-weddy
Bl-waddy
Bl-wEd<ly
Bl-weekly
Be-weeJdy
Bl-weekly
Bl-weekly
Bl-weekly
Bl-weddy
BI-wealdy

Status
Not dedlcaled
NOt dedicated
No! dearcanea
No! dedlcaled
Not dedlcatsd
Not dad\cated
Dedicated
Dedicated
Dedicated
Dedlcatsd
Dedicated
D€dlcatBd
DBdk7a!ed
Dedicated
Dauxcated

Responsibility
Human Resources
RSMC Controller
Senior Manager
File Clerk
Accounts Payable
Land Development
Over:-ntlons Manager
General Manager
Customer Sewlce Rep.
Customer Sorvlce Mgr.
Laborer
Water Quallly Mgr.
Mechanic
Conlrdler
Water Operator re

The bl-weekly payrates shown herein include FICA. employer paid health Insurance, and 401K matching expense plus a 25% markup to
cover general overhead and froNt. This schedule of Muds is representative d the level of compensation oocurlng bl-weekly as of the
date hereof but is subject to change as actual sla lf hours are added or deducted based on the demands Of Owner. Actual
compensation shall be based on the actual costs for labor incurred by Contractor (indluslve of full-llme dedicated water personnel plus
allocated staff not dedicated to water operations) plus 25% for Overhead and Profit. In addition. this schedule of values does not reflect
velar-and employee bonuses which AlaN be passed through by Contractor to Owner In the same manner as regular monthly btltlngs.
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gust 4"-f. -any
985483

Pay Data

Water Utility Compensation Survey - 2009

§Descrlption:

Top Utility Executive

Under general direction of the dry, managing Board of Directors, mayor, or Board of Water
Commissioners is responsible for managing, planning. coordinating and administering all activities of
the Water Department and/or water company. Responsible for the short and long mage strategy of
the organization subject to review by the Board. Do not Include individuals who have responsibilities
outside of water/wastewater. This is a single Incumbent job.

» PARTICIPANT DATA

Noe? .
Utilities

No. of
incumbents

Average Na.
supaevlsed

Average Base
Pay

Seth
Percendls

Average
Minimum

-- - |--- * VEEEQ
Maximum

Average
Mldpolnt

90 362 153.020 135,306 117.920 143.259 169. 198

dATA av POPU LATIDN SERVED

no. of
Utliltles

No. Ur
incumbents

Average No.
Supervised

Average ease

PW

s c h
percentile

252.648

Average
Minimum

z00,894

Average
Mldpolnz

Average
Maxlmurn

> 1 Mllllon

500k mllllion

250k I 500k

100k » 250k

< 10Dk

1 1

10

13

Hz

34

1241

436

459

275

10a

249.506

172.509

154,045

149.3wi

118.040

246.580

169.473 140.760 160.655

134.000 117,932 14s,4a9

141.696 113.025 140.110

109,035 85.724 103.365

296.859

183.818

169,644

168.623

121,170

bAbA BY NO. GF EMPLOYEES
No. of
Utilities

No. of
incumbents

Avawgc No.
SuperviSed

Average Base

Pay
50th
Percentile

Average
Minimum

Average
Midpoint

Average
Maxlmu m

> 1,000

'sao • 1.o0o

zoo .| 500

100 » zoo

<100

13 12 1309

15 15 sos

i s 15 321

20 ZN 151

28 28 43

231,929

180.729

139.384

135.488

124.185

z41,324

165,764

134,999

133.174

115.951

163.437

160,865

94,908

111.021

s7.910

201,258

186,849

124,216

132.568

105.690

242,148

211,764

153,956

155.429

123.318

aciaticn O AmericanWater Works Association 19
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Water Utility Compensation Survey - 2009

Top Engineering Executive

Job Description: Responsible for administering all water/wastewater utility engineering/construction programs,
lnduding special proem and the design and construction of Departmental fadlltles. Do not Induce
Individuals who have responsibilities outside of water/wastewater. This is a single incumbent job.

Job Code:

Job Tide:

i d l l i -u- l !--¢¢l l u» a-4 I -  \ lDui i l l - D  - ¢ -ll-1»-I-n 4-_ue1-1a--44-mar-9144

ALL PARTICIPANT DATA

Na. art
Utilities

No. ii
lnanmbents

Avenger ND.
Supervised

Average Base

_ I 'fl .. -_
50th
pacendle

Average
Mlnlmum

Average
Midnolnt

Average
Maadmu

64 65 123.378 113,500 92,582 114,274 135_4,

DATA av POPULATION SERVED

No. d No. of Average No.
Utilities incumbents supervised

Average Base

PW

50th
percentile

-Average
Mlnlmlltl

Average
Midpoint

Average
Maxlmv.

> 1 Million

500k Q million

250k A 500k

100k - 250k

<100k

11 11 178 169.253

11 11 i s 132.104

11 11 33 116.604

17 18 23 114.789

14 14 10 96.844

175,112 123,723

122,939 101,7ss

117.499 86,869

110,000 85,521

93,985 73,819

156.937 188.1

121,559 142.0

110,825 131.5

104.729 124.5

89,695 105.5

DAT A BY no.  OF EMPLOYEES

No. of
Uulmg§

No. of
lnmmbents

Average Na.
Supervlsed

Average Base - `soTlT -
pay perantlle

Average
Minimum

Average
Midpoint

Ave ng
M8llm

I 1.000

500 - 1.000

z00 _ sao

100 - zoo

< 100

10 l o

14 14

13 13

15 15

12 13

178

48

33

12

12

173.268 179,965

131.122 121,547

107.517 104,986

114.553 101,130

10z.705 10s.0z1

123,723

100,443

75,185

92,978

73,281

156.937

118,815

99,427

110,919

89.707

188.1

139.£

1z0.=

128 . :

106.2

22 o American Water Works Assoclatim
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up BY no. OF EMPLOYEES

No. of
Uttllilas

4° o*

1{O8

\
°»

•

•
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;
1.0 u'
-» •

I I
•
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§tgTA BY POPULATION SERVED
E '

5* .
s>~

of.'

go PAMaPANr DATA

\  •
.»'
'~:
i
1'-.

-:

.4'-
.I

*ru-
c
z
Q I

Title: Top Finance Execrnlve

3° Dacrtptlona Responsible for management of the water/wastelwater's financial resources, Including acting as the
dispersing authority for the Top Executive Directs and manages the Accounting, Treasury and
Budget Operations. Rate Admtnlstzatlon, Contract and information Services Seetlons. Do not Induce
Individuals who have responsibilities outside of water/wastewater. The is a single lncumbentjob.

;»:
8 °

l `°
1.\ .
a..
1' I

I-s

'U American Water Works Association

Code: 007

> 1,ooo

sao - 1,000

zoo ¢50D

mo ¢ 290

< 100

> 1 Mllllon

500k - mlllllon

250k I» 500k

1808 v 250k

< 100k

Na. or
Utilities

na.°& - n8.°J° Avé1¢¢"rTé." - I GBIQ l
Uilltas lnulnlh,_ll}¢_..$"e~v'=a4 . _.rev

SO 51 34

AD

11

12

12

12

11

g 9

KG 10

12 Hz

15 I S

no. of
Incumbents

No. of
incumbents

11

Water Utility Compensation Survey - 2009

11

12

12

12

10

Average ND.
Sup uvlsed

Average No.
Supervised

82

84

38

27

23

g

26

30

31

15

Averageaase

Pay .

Avaragl Base

PW

176,035

132,180

110,788

108,287

97,259

173,364

124,131

113,901

112,316

100,417

123.110

50th
Percentile

174.909

124,405

113.953

93,090

94,185

166,000

124,405

s2.sa1

100,661

103,750

50th
Peeendle

50th
Percentile

112,362 96,232 117,833 140,262

SUUC. Com9¢¢-~44-°- J¢ b A

C,\m¢4 F\Na~f.-..»0~ 0-W1n

Average
Minimum

-Kvuaga -- *Avuap
www mldpdnt

1zs.901

110,045

1a,s4a

90,785

78,952

Average
Minimum

128,338

100,660

85,103

91,6s8

79,096

Avenge
midpoint

1s0.41a

128,476

100,969

108,211

s3,049

Average
Midpalnt

1634602

119.903

104.775

109,B47

95.421

Avefagu
Maximum

Average

Mad rum

Average
Maximum

193,189

149,397

12s,a55

124,552

107,ss0

196,935

138,814

130,240

128,538

112,29

25

:1

11

al

4 11

1

'43

`i8I
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0 1
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n
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Average
Mlnlmmn

50th
Percentile

No. °f
udlmas

Nu. d
lnuunheuts

Average
Maximum

Average No.
Supervised

Average Base

PW

Average
Midpoint

J
She. Q¢»?.A.»4 _\.\a'.

*  ? < » . ~ - ~ -  I  \

=-'s

_..'

n • I yi,_,.,_ Y'
Water Utility Compensation Survey - 2009

I

Job Code: 010

Job Title: Top Human Resources Executive 8
.

1 Job Dacrlptlon: Responsible for the formulation, administration and direction of at! human resource programs for
the water/wastewater utile, llndudlng: recruitment, selection and employment, compensation,
benefits, training and re\atlons. Do notlnclude Individuals who have responsibilities outside of
water/wastewater. This Is a single Incur be hf job. 3*

:
Y
EI1

U •

's
a*
i n

i
ALL PARTICIPANT DATA

39 39 16 106,658 95,976 83,104 100.996

;°

119,684 :.

g
8| DATA BY POPULATION SERVED

at

No. hf
Utll!t!¢$

No. 0f- ~.. . .  -  -»- .
incumbents

Average No.

Supervised
A ¢aBas¢ s o l i
Pay Percentile

Averaja
Minimum

Avangs
Wdpdnt

Average
Maximum

re

13%

> 1 Milken

S00k _ millllon

250k 4 500k

100k u 250k

i s

5

6

5
|
|
|

I

< 100k

10 10

6 6

6 s

8 8

g g 2

142,503 147,630

10o.oss 88.984

104,607 97,325

97,151 102,140

s1,o4z 84,535

103,141

79,882

89,231

75,283

64,455

1so,sao

93.817

102,s00

91,955

77,438

156,225

109,031

124,151

1081773

90,111

4
,.

,x ,.

*\
.I ,

,.
.I >-

'vit
7,

_ DATA BY no. OF EMPLOYEES 54 |
I

No. of
uunues

No. of
Incumbent;

Average No.
Sqpefvlsed

Average Base

pay
s s h
Percentile

Avefwgs
Minimum

Average
Mldpalnt

51-Average
Maximum

162,934

o

'o

> 1,000

500 h 1,ooo

g 9

8 8

29

5

zoo u sao

ma I zoo

< 100

s

1 1

5

5

1 1

6

s

3

4

148,114

u4, ' /ze

94,477

87,797

78,444

157,224

123/787

94,488

85,300

79,292

106.995

94,279

69,928

72,654

594021

136,017

108,840

as,82s

86,050

72,233

12s,asa

110,1sa

99,579 `:

a4,1s4

I

I

I
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No. of
Utilltirs

No. of
ln¢m'nbe11ts

4V¢1W8*\
M i n i m u m

Average
Max imum

5 0 t h
P er c en t i le

A vu a g a  B a s e
P ay

Averag e No.
Supend sod

Average
Mldpolnt

N o .  d
Ut i l i t ies

N o.  o f
I naunbems

Average
M ln lm um

5091
Percent i le

Averag e
M ld -  ~ In t

Averag e
M a x i m u m

Averag e Base

P ay

Averag e No.
Supend sed

WaterUtilityCompensation Survey - 2009

soc.. '1'¢>sr\w~=-1
O€e4~»5<\~v~5

fV\r>-*¢.»\ €.("

Job Code:

Job Title:

Job Description:

0 1 4

I.

,;

Water Operat ions  Manager

Responsible for the operation of the water distribution system, and control of the f low of f i ltered
water into and throughout the system; plans and supervises the operation of all pumping stations
and distribution resewolrsg supewlses leak detection activit ies and 24-hour service department. Do
not include individuals who have responsibilit ies outside of water/wastewater. This is a single
Incumbent  job.

ALL PARTIC IPANT DATA
-Q

No. of
u t i l i t ies

No.  °§ A v e . N a .
i n c um b e n t s Sup u v l s a d

verge Base
H y

' s h i h l
-  p e r c e n t i l e

Average
M in im um

Average
midpoint

Average
m ax im um I

7 1 7 2 3 1 93 . 667 a4.209 1 s . s z z 91.313 107 , 632

D AT A BY POPU LAT I ON  SER VED

4"

> 1 Mi l l ion

5ool¢ l  mi l l l lnn

250k -  500k

100k I  250k

< 100k

9

9

1 1

1 5

2 6

9

9

1 1

1 5

2 7

6 6

2 3

3 1

4 4

1 4

144,810

101,074

97,300

96,664

7o,s9s

119.850

100,00s

90,979

102,637

56,972

110,s01 1a7,104 161,247

so,os9 96,431 113.015

79,458 94.479 112,534

74,151 901143 105,752

56,510 57,699 79,284

DATA BY NO.  OF  EMPLOYEES
I

|

a
I
2

161, 265

120,524

i
*_

i i

i i

'v

> woo

500 - 1,000

zoo h sao

1 0 0 I z o o

< 100

1 0

1 0

1 1

1 9

2 1

1 0

1 0

1 1

1 9

Hz

GO

3 9

o z

p a

1 3

144.530

109,088

81.105

88,191

14.549

130,590

111,509

811149

80,700

73,494

1 1 0 8 9 2

86,632

s2,z91

71,774

581485

136,917

102,301

77,797

a4.s1s

71.133

95,419 8
i

9 7 , 1 0 0  i
9

84,174

ETP
z~:.

'¢.

a

I
I

1r

41:

r *Q
a
91.
TG:
la,

-

.E
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8.3
51
t
g

ALL PARTICIPANT DATA

Job Description: Responsible for direction of the functions of graphics and reproduction, records and facility mapping,
mall and messenger sewages, switchboard and other general office functions for the
water/wastewater utility. Do not Induce Individuals who have responsibilities outside of
water/wastewater. This is a single Incumbent job.

:no Cade: oho

Job Title: Office/Admlnlstzrative Services Manager

40 nn- 1°-

Water Utility Compensation Survey - 2009

S N C , P ¢ > 5 f \ ' \  b 1 \ \ l .

Sr'CU-¢ '\"-'~~- S8-P\|\. .5

8 f»..x»*1~»:-

i
8
F

No. of
Udlltiii

Average Na.
. _ Supewkad

No. of
incumbents

Average a ah

" y

snzh
_ _ Percentile

Average A \ i e f m

mf=f~:e=»  m ldggtgz
Average

_ _lijlaadWurn

25 25 5 74,423 70.096 58,891 as,szs 80,486

8
;
:-
.1-

1

3

4
2

;

Q DATA BY POPULATION SERVED

L.-. No. of

umM._I1ie.s

No. d'
incumbents

AverageNil.
Supeavked

Average Base
PHY

50th
percentile

Average
Mlnlmum

Average
Mldpulnr

Average 8 g
_.__-_Maximum l

;
10
:
\
\

I
I
r.

* 4 4 4 s t
Q
I

Lr

I

l
I
e

E T

> 1 Million 3 3

500k - mllllion 5 s

250k » 500k s 5

1DDk - 250k 7 7

<100k 5 5

5

5

5

3

74,194

6a,aso

73.650

51,627

70,096

70,643

69,411

43,300

59.729

51,387

as,sss

42,686

71.104

60,949

68,425

51,726

821820

71,843

78,483

59,618

.

DATA BY no. OF EMPLOYEeS

.~»--.- -. -.-~..-» ~--»

No. d
Utilities

No. of
incumbents

4

Average No.
Supendserl

s

Average B use
_ Pay

0

50th
Percentile

•

Average
Mlnhnum

4

Average
Midpoint

Average
Maximum

4

.I
*|

L

l

lx s

U

so,ass

4

78,308

•
•
•
1
•
•
a
•-
•
••
•
•
•
•
•
•
•
•
•

4
> 1,000

sao - 1,0u0

zoo h 500

100¢ zoo

<100

4

6

3

7

5

6

3

7

s

•

63,858 73.795

u

87,305

*

5

3

591736

sa.a9s

44.796

so,uuo

57,933

48.255

68,506

Sam

77,994

63,993

13

lo .l
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SLQQ 6:84 iv-I°

Qu.s;\~ovn¢¢- g&4'\|\ :J

M'°*"1 e_r"

Cade:

Nb Title:

ob De5¢rI

021

Customer service Manager

pylon: Responslble for the customerservlces, water sales and collections functions of the
water/wastewater utility,, ensuring the maintenance of customer relations at an effective level,
while handling customer inquiries and problems related to billing. meter reading, service contracts,
revenue collection and inspections. Do not Include individuals who have responsibllMes outside of
water/wastewater. This is a single Incumbent lab.

.¢.-- ..._ -....-. -. .. ... ¢ ». .. ..... . - . .  - . - ......-.

Q PARTICIPANT DATA
NO. d
utilities

no.of AvnngeNo. Average lass 5D€h
lnanmhents Supervised Pay Percentile

I
:

no

la

I • in A » :-

Avenge Awtaage Avenge
Minimum Mldpomt Maximum

66 66 Zs 82.121 a0,257 53.115 77.268 91,999

l
Na. of Average No.
Inalmbents Supervised

10 42
-

s s h
Percentile

105,461

Average Average
Minimum Midpalnt

15,440 97,609

Average
Maximum I I

I
I

I

I

|

bArA BY POPULATION SERVED

Na. of
- »....- |. - - . _ 4 Udlltles_

> 1 Mllllon 10

500k » mllllion

250k ¢ 5DDk

10Dk l zsok

< 100k

9

8

19

to

g

8

19

20

as

41

zz

9

Average Base
pay

10B,M5

90,038 83.637

B9371 85.075

82,329 a2.139

52,109 57,449

58,248

14.201

63,134

49,370

83,059

89,826

76,563

59.226

117,743

98,601

110,200

90,609

ss,s68

ATA BY no. OF EMPLOYEES

•
•
•
•
•

•
•
•
•
C
C

No. of
Uxlllzles

No. d .
incumbents

Average Ng,
Supervised

Average Base

pay

50th
Percentile

Average
Minimum

Avarlge
Mldpulnt

Average
Maudlnum

C

> 1,000

sao - 1,0oo

zoo u 500

100 l zoo

<100

10 10

13 . 13

11 11

16 16

15 15

40

69

33

11

7

168,847

9a,3s5

83,153

74,111

59.522

105,451

as-1,300

81,323

76,548

51.449

77,008

73,497 .

52,209

511130

45.247

98,069

s9,494

79,421

71.625

55.008

11s.0a1

107,142

99.888

81,866

63,278
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so
Percentile

Average
Minimum

No. d
utiilties

Avenge
Maadmum

No. of
lnrmrbents

Average Na

Supervised
Average
Midpoint

Average Base

pay

5081
Percentile

Average
Mnl m um

No. of
Utilities

Auexuge

Matudmum

No. of
incumbents

Average
Mldnuint

Average NO.
Supervises

Average Base

PW

81 5wC.
|

P 6 5 \ * l - " T

C.o~»\.+»-elle-r"i'
3I Water Utility Compensation Survey - 2009
i1 Job Code: 022 14 '

IJ• Job Tide: Accounting Manager/Controller

Job Description: Responsible for planning, organizing, directing and participating In all accounting functions of the
water/wastewater utility. Do not induce individuals who have responsibilities outside of
water/wastewater. Thls is a single Incumbent job.

.._....--..|.-.. -. -.._....._- -. ..- -
ALI. PARTICIPANT DATA

42 43 1 2 91,940 89.1a4 11.241 94,107 110,938 t i

DATA BY p0puIA11Qn SERVED

l.

I.Nu. of
Utilities

No. of
incumbents

Av aNd.
Supervised

Average Bee
Fw

soft] ~.
Perceudle

Average
Mlnlmum

Average
mrapame

Average
Maximum

> 1 Mllllon .

soon - mlilllon

250k I 500k

100k » 250k

<100k

10

9

7

a

a

10 i s 121,851 126,662

9 15 98,943 89,939

a 10 es,1z4 83,907

8 10 97a94 sa.42s

a 5 71,783 74,287

95,675

77,560

69.285

76.444

ss,za4

119,415

93,425

80,120

93,604

69,941

141,569

108,655

93,020

110.907

84,zs0
c

1 1 3
DATA BY NO. OF EMPLOYEES Ifa

fu

O

Ir

.1

:¢

i

>1,000

sao 1.ooo

zoo _sao

100 U zoo

< 100

10

g

8

11

4

10

10

8

1 1

4

15

18

10

6

4=

123,737

99,304

as.o4s

90,2as

4

126,662

89,939

a4.1s4

88,428

4~

93,111 116,151

79.375 93,430

57,037 82,527

14,104 87,461

4 *

131,741

108,524

99,153

100,134

4

r:

In

Eg
.|  ~r

.1
3

;
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3
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Job Code: 041

lab Title: Water Treatment Plant Operator (Intermediate)

Job Description: Operate and maintains a water treatment plant, Including maintenance of equipment, quailty
control/testing and day-to day activities. Typically holds or is working towards an Intermediate level
water treatment cert!ficatlon.

W C . P o s ¢ ' l " I e -  I

lJ..1wl~4'j T=¢L_

8

i
.*

ALL PARTICIPANT DATA ~;n1-- l l  .-¢a-:no

I
l... no no so • no

" - " " -  ' l*1o.of Nom!
Utilities Incumbent:

- vuage No'verage same
Supesvlsed Pay

50th
Perteuth _ _ _

Average

..Maldgnum_ _J
Avevagn
_Minimum

Average

NNdggymt

'78 614 s 48,s83 46,270 40,229 47,4a3 s4,aza

I
I

Nu. d
Incumbents

Average No.
Supezvlsed

Average Base
Pay

s s h
pertenzlle

Avelaga
Minoru

3
4
.8
.éDATA BY POPULATION SERVED

no. of
Utilldu

9

lm

Average
m Midpoint

Average
_Maximum

'7
.41

10

12

20

27

141

9 1

114

137

125

12

s

|

•
•
•
•
•
•
•
•
¢
•
•
•
•
•
•
4
•
•
•
•
• •
. _

> 1 Mllllon

sunk A mlllllon

250k - 500k

100k o 250k

< 100k 1

49.433

54,943

46,954

47,396

45,742

56.921

46.152

s0.440

48,758

45.032

44.a75

4$,841

41,115

37,772

37,556

s2.s6s

53,261

47,656

45,087

44,892

60,829

59.199

ss.717

s2.s8s

s2.22z

ii

a i
1

DATA BY no. OF EMPLOYEES

N u . d No. of
Utllldes lnanrnhants

Average Na.
supervised

Average Base

pay

50th Average
Percentile Minimum

57,072 45,967

Average
mldnoinr

Average
Mandmurn

s

12

-1.oo0

500-10000

200-500

1oo-zoo

<100 1

s1,m

48.833

46.809

47,564

47.680

45.894 40.402

474603 as.s45

45,362 38,470

46.395 99.955

s3,09s

45,889

46.248

46,141
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Job Cade: 042

Job Title: Senior/Lead Water Treatment Plant Operator

Job Description: Operates and maintains a water treatment plant. is fully qualified to perform the most complex
functions and may direct the work of other operators. Typically holds a high level water treatment
certltlcatlon.
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PREPARED TESTIMONY

IN THE MATTER OF THE
APPLICATION OF SAHUARITA
WATER COMPANY, L.L.C. ("SWC")
FOR AN OPINION AND ORDER OF
THE COMMISSION (i)
DETERMINING THE FAIR VALUE
OF THE UTILITY PROPERTY OF
SWC FOR RATEMAKING PURPOSES,
(ii) FIXING A JUST AND
REASONABLE RATE OF RETURN
THEREON, (iii) APPROVING RATES
AND CHARGES DESIGNED To
PRODUCE REVENUES SUFFICIENT
TO RECOVER SWC'S COST OF
SERVICE AND AUTHORIZED RATE
OF RETURN, AND (iv) PROVIDING
FOR TI-IE RECOVERY OF CERTAIN
FINANCING AND OPERATING
EXPENSES THROUGH A
SURCHARGE AND A PASS-
THRDUGH TARIFF, RESPECTWELY
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1 Q.1 Please state your name and business address.

2 A . l David S Cutler, CPA, 5995 E Grant Rd #200, Tucson, AZ 85712.

6

7

8 Q, 3 Does Appendix "A" to this prepared Rebuttal Testimony upon behalf of

Sahuarita Water Company, L.L.C. ("Company") contain a summary of your

educational background and professional experience?

3

4 Q.2 By whom are you employed, and in what capacity?

5 A.2 I am employed by David S Cutler, CPA, P.C. I am the shareholder and manager of

a 26 person public accounting firm.

Yes, it does.
z

i
|

!

9

10

11 A.3

12

13 Q.4 Does Appendix "B" to this testimony contain a summary of the services

14 provided by your accounting firm ?

A.4 Yes, it does.15

16

17 Q, S Do you and your f irm provide services to the Company, and/or any of the

18 Company's Members?

19 A.5 Yes. I|
!20

21 Q.6

22

23

24 A.6 We prepare income tax returns for the Company and related member entities,

25 including Interchange Opportunity Fund, LLLP ("IOF") and Sharpe & Associates,

26 Inc. ("Sharpe"), which together own 66.67% of the Company. We also prepare the

Please describe the nature of the services provided, and, as the case may be,

whether those services are provided to the Company and/or one or more of its

Members.

9
•
•
•
•
•
•
•
•
•
•
•
•
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individual tax return Form 1040 for the individual who indirectly owns the largest

portion of the Company

What is the purpose of your Rebuttal Testimony as it relates to this rate

proceeding?

My testimony is intended (i) to demonstrate that the Company did report taxable

income to its members for calendar 2008, which is the test period in this rate case,

and (ii) to demonstrate that Member(s) of the Company either did pay income tax

on their respective portion(s) of such taxable income for 2008, or had income

subject to the prospect of taxation. Against the background of  such a

demonstration, it is the Company's position that the Commission should approve

the Company's proposed (i) pro forma operating expense adjustment of $104,948

for income taxes, and (ii) inclusion of $338,625 in rate base as accumulated

deferred income taxes.

!
5
4
i
l
i

What is your understanding as to why information of that nature would be

relevant to this proceeding?

Based upon discussions that I have had with the Company's attorney for this

proceeding, it is my understanding that my testimony is designed to address and fill

two (2) evidentiary "gaps" that were apparently present in the Sunrise Water

Companv and Farmers Water Co. cases decided by the Commission on December

23, 2009 (Decision No. 71445) and March 17, 2010 (Decision No. 71510),

respectively.

1

What was the nature of those evidentiary "gaps"?

1
2
3
4 Q.7
5
6 A.7
7
8
9

10
11
12
13
14
15
16 Q.8
17
18 A.8
19
to
21
22
23
24
25 Q.9
26

I

2
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Again, based upon my discussions with the Company's rate counsel, it is my

understanding that in each of those cases the utility in question failed to present any

evidence demonstrating (i) that the utility had reported taxable income to its

shareholder(s) for the test period in question, and (ii) that the utility's

shareholder(s) had paid any income tax upon such income or were subject to the

prospect of taxation.

Q.10 Does the fact that the Sunrise Water Companv and Farmers Water Co. cases

involved "S corporations,whereas the Company is a limited liability company,

make a difference with respect to the evidentiary "gap" you are addressing?

A.l0 Again, based upon my discussions with the Company's rate counsel, the answer to

your question is "No." In that regard, it is my understanding that in the context of

those two (2) decisions, the Commission views "S" corporations and LLCs to each

be in the nature of a "pass-through" income tax entity. Thus, it is die Company's

position in this proceeding that my Rebuttal Testimony will address and fill the

evidentiary "gaps" which the Commission referred to when deciding the Sunrise

Water CompanvandFarmers Water Co.cases.

Ii
l
I
3

Q.1l What documentation do you have to demonstrate that the Company in fact

reported taxable income to its Members for calendar 2008?

3
E
8
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A.11 Attached to this Rebuttal Testimony as Appendix "C" are copies of Schedules K-1

which are required by the Internal Revenue Service to report the individual owners '

prorater share of a pass-through entity's taxable income. The 2008 K-l's for the

Company are attached, as well as Forms K-1 that show how the taxable income

flows from the Company through its majority member, Sharpe. Attached to this

Rebuttal Testimony as Appendix "D" is a copy of a recap schedule titled

|
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"Computation of Taxable Income" of the various Forms K-1's, which shows the

ownership percentages and demonstrates how the taxable income flows from the

Company down to the ultimate owner/taxpayer's Form 1040 where the income is

subj et to the imposition of federal and Arizona income taxes.

Q.l2 Please explain (i) the purpose of these document(s), and (ii) the manner in

which they demonstrate that the Company reported taxable income to its

Members for calendar 2008.
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A.12 Please refer to the attached Appendix "D" ("Computation of Taxable Income") and

the Schedule K-1 's in Appendix C. Appendix "D" shows the percentage of income

allocated to each member of the Company and its majority owner member, Sharpe.

IOF receives 66% of the taxable income of the Company. Sharpe receives .6667%

of the taxable income of the Company. Sharpe also receives 40% of the income

from IOF. There are also two Trusts that receive .075% each from IOF. Finally,

Sharpe and the two Trusts pass their respective taxable income to the individual

income tax return where "Taxpayer X" is required to pay federal and Arizona

income taxes on the taxable income passed through from the Company, subject to

such deductions as might otherwise be available to Taxpayer X, if any. In that

regard, we have not specifically identified that individual at this time for privacy

purposes. If such information is determined to be necessary by the Commission's

Staff in connection with its review of this testimony and the attached Appendices,

perhaps an appropriate Protective Agreement or Protective Order can be arranged.

The example in this instance shows that Taxpayer X reports approx 27% of the

taxable income earned by the Company on his individual income tax return. The

remaining 73% of taxable income is reported to Mission Peaks 4000, LLC

I
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("Mission Ped<s") and the remaining partners of IOF, and it becomes taxable

income as to each of them as to their respective share(s).

Q.13 What documentation do you have to demonstrate that one or more Members

of the Company paid income tax on all or a portion of its share of the 2008

taxable income which was reported by the Company to its Members?

A.l3 We have prepared proforma 2008 income tax returns for Taxpayer X with all

taxable income passed through from the Company removed. Due to privacy

concerns we have not attached to this Rebuttal Testimony copies of either the 2008

federal and Arizona income tax returns for Taxpayer X as filed, nor the proforma

copy of the 2008 tax returns with all taxable income passed-through from the

Company removed. As previously indicated, these forms can be made available as

long as the Commission and Staff can assure privacy for Taxpayer X.
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Attached to this Rebuttal Testimony as Appendix "E" is a schedule, titled

"Computation of Income Taxes Paid," which shows the difference in the adjusted

gross income, the taxable income and the income taxes paid between the tax

returns as originally filed and the tax returns prepared without the passed-through

share of the Company's income. The share of income passed-through from the

Company to the Taxpayer X 2008 individual tax return was $l78,934, which

resulted in an increase in 2008 federal income taxes of $26,840 and an increase in

2008 Arizona income taxes of $8,368. The increase in 2008 income taxes total

$35,208, which results in an effective 19.60% income tax rate for Taxpayer X's

share of the Company's 2008 taxable income. This effective tax rate is abnormally

low because the majority of the taxable income on the Taxpayer X's 2008 federal

income tax return is from long-term capital gains which are taxed at a preferential

I

I

5

g



15% tax rate, which has resulted in an unusually low 2008 effective tax rate for

Taxpayer X's taxable income.

A more accurate predicator rate for federal income taxes would be the highest

marginal tax rate for individuals of 35%. If you add the effective Arizona rate of

4.5% the effective income tax rate that should be used for rate making purposes

should be 39.5%, which would have made the income tax paid by Taxpayer X

$70,679. In addition, according to Mr. Eric M. Bashaw, CPA and Vice President of

Taxation & Accounting for The Greenspun Corporation, which represents Mission

Peaks, the owner of the remaining 33.33% of Me Company, Mission Peaks' share

of the Company's taxable income is reported on and is subject to taxation on 18

separate tax returns. These taxpayers would normally be subjected to a combined

federal and Arizona tax rate on the order of 39.5%. Accordingly, if we apply these

rates to the Company's 2008 taxable income the aggregate income taxes applicable

to the 2008 test year would be $260,181.

|
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Q.14 Please explain what circumstances would occasion a Member not paying the

full amount of income tax otherwise due on that portion of the 2008 taxable

income reported by the Company which was attributable to such Member.
i

A.14 A11 members will eventually pay income taxes on income passed through from the

Company. In many cases the payment of income taxes might be deferred to future

years, such as when the tax-paying member has a net operating loss or a suspended

loss tram passive activities. In these situations, the income from the Company may

absorb the losses carried over from prior tax years. The member will dienhave

higher taxable income in future years in the same amount since the loss carryover

to future years is reduced by the current year share of the Company's 2008 income.

6
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In other words the member will then pay income tax on other income in the same

amount in the year the loss(es) would otherwise be available.

There are rare cases where the Company's share of passed-through income might

never be subjected to income taxes, such as (i) the bankruptcy with liquidation of

all assets of an entity member or (ii) the death of an individual member, who has

previous year end losses that carryover to the current year and exceed the passed-

through share of the Company's taxable income, but cease to exist in the year

following the pass-through of the Company's income. these are the

extraordinary exceptions, not the norm.

But,

|
i
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l l Q.15 Does that complete your rebuttal testimony on behalf of the Company in this

12 proceeding?

13 A.15 Yes, it does.
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APPENDIX A

Educational Background and Professional Experience
o f

David S. Cutler, CPA

Educational Background 1979-1981

Bachelors of Science in Business Administration, double majoring in accounting & management
information systems, University of Arizona

Profensinnal Emerience

r

Staff accountant for Peat, Marwick, Mitchell & Company 1981-1982

Senior accountant for Laventhol & Horvath 1982-1984

Controller for a regions securities firm in 1984

Begin accounting firm in 1984 with 2 employees

The firm was incorporated in 1994 and has grown to 21 employees and continues to provide a
till range of tax and accounting services .
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APPENDIX B

Services Provided by David S. Cutler, CPA, PC

Income tax compliance services

•

•

•

•

Individual income tax preparation
Business income tax preparation
Estate and gilt tax preparation
Pension plan tax preparation
Payroll tax reports and W-2 preparation
information return reporting

Accounting Services

Review of financial statements
Compilation of financial statements
Preparation of working trial balances
Booldceeping and payroll services

Management and Advisory Services
|

Individual and business tax planning
Estate and gilt tax planning
Pension and insurance planning
Income tax audit representation
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Appendix D
Sahuarita Water Company ("SWC")

Computation of Taxable Income
May 2009

Sahuarita Water Company Ownership
Interchange Opportunity Fund, LLLP
Mission Peaks6600, LLC
Sharpe & Associates, Inc (an S-corporation)

Ownership
Percentage

66.G000%
33.3333%
0.666796

100.0000%

Interchange Opportunity Fund, Ll.LP ("OF")
Sharpe & Associates, Inc (an S-corporation)
Partnership partners
Individual partners
LLC partners
Trust partners
Pension and IRA partner
Sharpe Trust #1
Sharpe Trust #2

Ownership

Percentage

40.000094

16.5000%

15.450096

13.800094

11.1000%

3.0000%

0.07S0%

0.07s0x

100.0000%

sec zoos Fndenl Taxable Income

Ordinary
Rental
Interest
Dividend

s

Total
SWC

534,260
1,340

18,395
104,690

IOF

352,612
884

12,141
69,095

Income Allocated to Partners
Sharpe & Mission

Associates Inc Peaks

3,561 178,087

9 447
122 6.132
598 34,897

Total swc 2008 federal taxable Income I
|

Additions to Arizona Taxable Income s

ass,sss

107,903 $

434,732

71,216

4,390 219,563

s 719 s 35,968

Taxable Income Passing Through sec & IOF
to RMS Individual Tax Return

i
Federal Income Tax Return
Ordinary
Rental
lnt€I'€st
Dividend

Total Reported
On Form 1040
$ 145,135

364
4,996

28.439

SWC K~1 m

Sharpe a

Associates Inc

s 3,561

9
122
698

Sharpe &
Associates inc
s 141,044

353
4,8S6

27.538

IOF K-1 pass through to
Sharpe
Trust #1

265 S
1
g

sz

s

Sharpe
Trust #2

ass
1
9

51

Total SWC Income reported on RMS tax return 178.934 4.390 173.891 327 326

Additions to Arizona Taxable Income s 29,734 s 7 1 9  s 28,910 $ sz s 53

SWC income of RMS 1040
Total sec Taxable Income

s
s

178,934
658,585

27.15594 Sc of svc to r be Income reported on RMS 104°

Q
4

•
•
•
•
•
•
•
•
•
•
•
•
1
•
•
C
•
9
•
9
•
•
•
•
•
•
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Appendix E
Sahuarita Water Company ("SWC")
Computation of Income taxes paid on

Prorater Share of Sahuarita Water' Company
Taxable Income

May 2009

Federal Form 1040

Adjusted Gross Income
Taxable Income

s

Income From
SWC

178,934
179,636

$

Tax Return
AS Filed
1,857,379
1,142,090

RMS Tax Return
Without Taxable

Income from SWC

$ 1,578,445
962,454

Arizona Form 140
Adjusted. Gross Income
Taxable Income

178,934
184,302

1,886,394
1,142,968

1,707,460
958,666

$

t

Income Taxes Paid

Federal Form 1040
Arizona Form 140
Total Income Taxes Paid

Income Taxes Paid
on SWC Income

$ 26.840
8.368

$ 35,208 $

Tax Return
As Filed

.. 202,709
49,813

252,522 $

RMS Tax Return
without Taxable

Income from SWC

$ 175,869
41,445

217,314 |

Income taxes attributable to SWC Taxable Income I
!

|
Total lnoome Taxes Paid
Federal taxable income

35,208
179,636

19.60% Combined 2008 tax rate

Total Income Taxes Paid
RMS % ownership

$ 35,208
27.17%

Imputed SWC income tax based
on RMS income taxes paid

n
|

$ 129,606

Total SWC 2008 federal taxable in $
Combined marginal tax rate

658,685
39.50%

imputed SWC income taxes
based on highest and most
probable marginal income tax
rate

I
i

$ 260.181
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l I

BEFORE THE ARIZONA CORPORATION COMMISSION

DOCKET NO. W-03718A-09-0359

IN THE MATTER OF THE
APPLICATION OF SAHUARITA
WATER COMPANY, L.L.C. ("SWC")
FOR AN OPINION AND ORDER OF
THE COMMISSION (i)
DETERMINING THE FAIR VALUE
OF THE UTILITY PROPERTY OF
SWC FOR RATEMAKING PURPOSES,
(ii) FIXING A JUST AND
REASONABLE RATE OF RETURN
THEREON, (iii) APPROVING RATES
AND CHARGES DESIGNED To
PRODUCE REVENUES SUFFICIENT
To RECOVER SWC'S COST OF
SERVICE AND AUTHORIZED RATE
OF RETURN, AND (iv) PROVIDING
FOR THE RECOVERY OF CERTAIN
FINANCING AND OPERATING
EXPENSES THROUGH A
SURCHARGE AND A PASS-
THROUGH TARIFF, RESPECTIVELY

PREPARED TESTIMONY

REJOINDER TESTIMONY OF

DAVID s. CUTLER, CPA

ON BEHALF OF SAHUARITA WATER COMPANY, L.L.C.

July 12, 2010



I

Please state your name and business address.

My name is David S. Cutler, and my business address is 5995 East Grant Road, #200,

Tucson, AZ 85712.

Are you the same David S. Cutler who submitted Rebuttal Testimony on May 17,

2010 in this proceeding on behalf of Sahuarita Water Company ("Company")?

Yes, I am.

At what portion of his Surrebuttal Testimony does Mr. Michlik address your

Rebuttal Testimony?

At page 18, line 19-page 20, line 12.

1 Q.1

2 A.I

3

4

5 Q.2

6

7 A.2

8

9 Q. 3 What is the purpose of this Rejoinder Testimony?

10 A.3 To respond to that portion of Commission Staff witness Jeffrey Michlik's June 21, 2010

1 1 Surrebuttal Testimony which addresses my Rebuttal Testimony.

12

13 Q. 4

14

15 A.4

16

17 Q- 5

18

19 A.5

20

21

22

23

24

25

26

Please comment upon Mr. Michlik's brief discussion of your May 17, 2010 Rebuttal

Testimony on the subject of Income Taxes.

It appears that Mr. Michlik has either not carefully considered or has simply elected to

disregard the substantive content of the Rebuttal Testimony and supporting exhibits which

I am sponsoring in this proceeding on behalf of the Company. More specifically, through

my Rebuttal Testimony and exhibits I have endeavored to demonstrate that (i) the

Company in fact reported taxable income to its Members for calendar 2008, and, (ii) one

or more Members of the Company paid income tax on all or a portion of its or their share

of the 2008 taxable income reported by the Company.

1



I I

In so doing, the Company has filled two (2) evidentiary "gaps" which were present

in the Sunrise Water Company and Farmers Water Co. decisions of this Commission,

which the Staff is relying upon to support its position of not recognizing income taxes in

this proceeding for ratemaking purposes. Thus, when Mr. Michlik states that the

Company has not presented "new, relevant information" on this issue, he is mistaken. In

that regard, while he may not agree with conclusions I have reached in my Rebuttal

Testimony with respect to the matters I have discussed, his Surrebuttal Testimony

contains no substantive discussion of his reasons for such disagreement, other than his

assertion that the Company has not presented any "new, relevant information."

Q.6 Mr. Michlik has acknowledged that the Company has provided proof that it

reported taxable calendar 2008 income to its Members, as indicated by the K-1

Forms attached to your Rebuttal Testimony. In Answer No. 13 of that testimony,

you appear to indicate that income taxes on that income were in fact paid by some of

those Members or their investors, is that correct?

Yes.

What is the basis for your understanding in that regard?

In the case of "Taxpayer X," my understanding is based on personal knowledge because I

prepared the tax return for 2008. In that regard, attached to this Rejoinder Testimony at

Exhibit A is an affidavit attesting to this fact. In the case of Mission Peaks (and its

investors), attached as Exhibit B is an affidavit from Mr. Eric Bradshaw, CPA, (to whom I

refer in Answer No. 13) attesting to the taxes paid by Mission Peaks.

Does that complete your Rejoinder Testimony?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16 A.6

17

18 Q.7

19 A.7

20

21

22

23

24

25 Q.8

26 A.8 Yes, it does.

2
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AFFIDAVIT OF DAVID s. CUTLER, CPA

State of Arizona
County of PIMA

BEFORE ME, the undersigned Notary, Cassandra m. Roberts , on this
12th day of July , 2010, personally appeared David 5. Cutler, CPA , known

to me to be a credible person and of lawful age, who being by me first duly sworn, on his oath,
deposes and says:

I, David s. Cutler, pA, hereby attest to the fact
that Robert & Deborah Sharpe paid federal and
Arizona income taxes of $35,208.00 for the tax
year 2008 directly related to pass through income
from Sahuarita Water Company, LLC. Please see
computations in Appendix D & E of my original
rebuttal testimony.

f

>_4 e /
David S. Cutler, CPA
5995 E. Grant Road, Ste 200
Tucson, Arizona 85712

Subscribed and swam to before me, this

NotarySeal:

\a"'*" day of ,20lD

cAssAnunA M. ROBERTS
Maury Public - Aaron:

7 Plrnl County
MyComm.Exp lm Nuv21. 20121

M3121 w(l,9. M9%0,*= n f a
Signature ofNotary

Cassandra M. Roberts
Printed name of Notary

NOTARY PUBLIC

My commission expires: N o ! 37 s 2 0 1 ;
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1 AFFIDAVIT OF ERIC M. BASHAW

2 STATE OF NEVADA
3

)
) ss:

)4 COUNTY OF CLARK

5

6

Affiant being first duly swam deposes and says:

Mission Peaks 4000, LLC (MP4000) owns a 33.3333% interest in the Sahuarita

8

14

1.

7 Water Company (the Water Company) .

2. MP 4000 is owned 93.33% and6.67%by ANC Arizona I, LLC (ANC) and La

9 Canada, LLC, respectively. ANC is owned by various partnerships and trusts within the

10 Greenspun family of companies. La Canada is third party investor that is unaffiliated with the

11 Greenspan family of companies. Being a partnership, the lV[P4000 income flows through to its

12 partners. Ultimately, 14 taxpayers within the Greenspun family of companies recognized a

13 portion of the 2008 distributive share of taxable income on their tax returns.

3. In 2008, MP4000's distributive share of taxable income from the Water Company

15 was $219,563.

4. The effective tax rate for 2008 for the taxpayers within the Greenspun family of

companies was 20.516%.

FURTHER AFFIANT SAYETH NAUGHT.

16

a

17

18

19

20

21

22

€i€m. Ba
The Greens

VP of Taxation & Accounting
23

I

24

25
I

26

,20 \Q

27

SUBSCRIBED and SWORN to before me
hiS__ I2 -T d a y  o f " s >

\ 1; 9 . Q345,,,,

NOTARY PUBLIC in and for
Said County and State

NOTARY PUBLIC
STATE OF NEVADA

Count M cask
na-Eu141 RUTH HELEN cusax |

olntmam Ewglfgs Feb. 1. 2014J
28
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X
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X
X
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x

x

X x X
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i
I
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DELAWARE PSC
D • c • PSC
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x
x
X
X
X

X
X

x
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x 2
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x
x
X

X

X x
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FOOTNOTES - TABLE 249
AGENCY AUTHORITY OVER RATE OF RETURN

q,

1/

2/
3/
4/
5/

6/
7/
8/
9/
10/
11/
12/
13/

Non-utility investment dollars are always excluded from rate base. Where non-utility investment is comparatively
small, capital ratios are not adjusted. When non-utility investment is large, we usually remove non-utility investment
from equity.
Commission favors no single method, but rather that which produces the most reasonable results.
It may use any method it desires especially in the case of a small company.
No Commission regulation of electric or gas utilities.
DCF is preferred, but Department approves other methods which check DCF result, risk spread analysis preferred
by a slight margin. Financial condition of utility also given serious consideration.
DCF is preferred, other methods are considered.
No single method, however, discounted cash How is frequently used.
Discounted cash flow most often used, but risk premium method used also. Determined case by case.
DCF has been the preferred method, but its results should be checked with other methods .
Never an issue before this agency.
Agency favors DCF, but any method presented is considered.
Commission did not respond to request for update information, this data may not be current.
DCF has been the preferred method, but its results are generally checked with other methods such as risk premium
and CAPM .

1

1

t

NARUC Compilation of Utility Regulatory Policy 1995-1996
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Lawrence v. Robertson Jr.

From:
Sent:
To:
Cc:
Subject:
Attachments:

Marian Homiak [marian@ranchosahuarita.com]
Wednesday, July 21, 2010 8:34 AM
Larry Robertson
Tom Bourassa, Mark Sear ans
Judge's Request for Job Descriptions
_Responses to Staff Data Request 7.doc, Response to JMM 7-6 Job Descriptions.pdf,
Response to JMM 7-12 President Job Descitpionpdf, Response to JMM 7-13 up Dev Job
Description.pdf

La try,

In response to the Judge's request for Job Descriptions, I have attached SWC's response to Data Request #7. Please note
questions 7-4, 7-6,7-12, 7-13, 7-14 which specifically request information about job descriptions.

M a n o n .7{lo1nz2zk.

(520)299-8766
(szo)529-3137 Fax

No virus found in this incoming message.
Checked by AVG - a v r o m
Version: 90.851 /Virus Database: 271 .1 .1/3017 - Release Date: 07/19/10 23:36:00

1
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SAHUARITA WATER COMPANY, LLC'S RESPONSES TO
ARIZONA CORPORATION COMMISSION STAFF'S

SEVENTH SET OF DATA REQUESTS
Docket No. W-03718A-09-0359

JUNE 1, 2010

JMM 7-1 Management Service Agreement (Rancho Sahuarita Water Co.) - Please explain
what is meant by "not dedicated employees" and "dedicated employees".

RESPONSE : "Not dedicated" employees are employees with a salary allocation to the Water
Company that is less than 100 percent. "Dedicated" employees are employees
with a salary allocation to the Water Company that is equal to 100 percent.

JMM 7-2 ADP Payroll Register - Please provide a payroll register for December 2008
along with a monthly summary. Also, please provide a payroll register and
monthly summary for each month of 2009.

RESPONSE: A payroll register and monthly summary for December 2008 and for each month
of 2009 is contained in "Response to JMM 7-2 Payroll Dec 08 & 2009.pdf" There
was an overpayment of $382.03 which is detailed on the Payroll Reconciliation at
the beginning of the file.

JMM 7-3 ADP Payroll Register - Please provide staff with the payroll registers of Rancho
Sahuarita Management company, LLC along with the monthly payroll summaries
going back three years from the test year.

RESPONSE: The January to November 2007 payroll registers and summaries are located in
"Response to JMM 7-3 Payroll Jan-Nov 2007.pdF' Please note that December
2007 register and summary was provided in response to JMM 5-5. The 2006
payroll registers and summaries are located in "Response to JMM 7-3 Payroll
2006.pdf' and the 2005 payroll registers and summaries are located in "Response
to JMM 7-3 Payroll 2005.p<1r,

JMM 7-4 Work Performed for Other Affiliates - Please provide a brief narrative of the
work that the following employees/positions provided to affiliates other than the
water company during the test year:

a. President
b. Vice President - Development
c. Bookkeeper - Human Resource Manager
d. Chief Financial Officer
e. Administrative Assistants (both positions)
f. Laborer
g. Customer Service Manager

Page 1 of 10
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SAHUARITA WATER COMPANY, LLC'S RESPONSES TO
ARIZONA CORPORATION COMMISSION STAFF'S

SEVENTH SET OF DATA REQUESTS
Docket No. W-03718A-09-0359

JUNE 1, 2010

meetings at

ii.
iii.

iv.

v.

c.

RESPONSE: Sahuarita Water Company ("SWC") does not agree that it is an "affiliate" of
Rancho Sahuarita Management Company. Brief narrative of the work that the
following employees/positions provided to entities other than SWC :

a. President (through July 2008)
i. Oversee the management of various other entities
ii. Provide strategic planning and vision for other entities
iii. Responsible for all contracts and negotiations
iv. Attends regularly scheduled planning senior

management level
v. Reports directly to top management/partners

b. Vice President - Development
i. Oversee the development and sale of all land holdings in the

master planned community
Provide strategic planning input for other entities
Negotiate all consultant and construction contracts for other
entities and approve all payments
Attend and participate in regular planning meetings with senior
management
Monitor the expansion and operation of the Sahuarita Wastewater
Treatment and Reclamation Facility

Bookkeeper - Human Resource Manager
i. Office Manager for Rancho Sahuarita Management Co., LLC
ii. Responsible for deposits and cash receipts
iii. Human Resource and Benefits Management
iv. Payroll processing
v. Some Accounts Payable duties

Chief Financial Officer
i. Manages financial assets
ii. Creates Cash Flow Projections
iii. Manages Cash Receipts and Disbursements
iv. Supervises the creation of annual budgets
v. Reviews Monthly Financial Statements
vi. Interacts with outside CPA regarding tax planning and tax return

d.

vii. planning of senior

e.

preparation
Attends regularly scheduled meetings
management

Administrative Assistants (both positions)
Word Processing/Report Preparation/Data Entry
Project Administration, as required
Records Management/Filing
Scheduling

i.
ii.
iii.
iv.

Page 2 of 10
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SAHUARITA WATER COMPANY, LLC'S RESPONSES TO
ARIZONA CDRPORATION COMMISSION STAFF'S

SEVENTH SET OF DATA REQUESTS
Docket No. W-03718A-09-0359

JUNE 1, 2010

K Laborer - This position was a 100% dedicated position for the Water
Company and did not provide services to any other entity.

g. Customer Service Manager - This position was a 100% dedicated position
for the Water Company and did not provide services to any other entity.

JMM 7-5 Affiliate Salaries Increases - Please provide a summary of all wage increases
granted during the test year and the last five years for all contract employees
under the Management Services Agreement (Rancho Sahuarita Water Co.) and
the date of such increases.

RESPONSE: Sahuarita Water Company ("SWC") does not agree that it is an "affiliate" of
Rancho Sahuarita Management Company. All wage increases granted during the
test year and the last five years for all Water Company employees is provided in
"Response to JMM 7-5 Salary Increases.pdf".

JMM 7-6 Affiliated Salaries - Please provide the related job descriptions, job duties, and/or
employment contracts for all positions of the Rancho Sahuarita Management
Company, L.L.C.

RESPONSE: Sa.huarita Water Company ("SWC") does not agree that it is an "affiliate" of
Rancho Sahuarita Management Company. Job descriptions, job duties and/or
employment contracts for all positions of the Sahuarita Water Company are in
"Response to JMM 7-6 Job Descriptions.pdf".

JMM 7-7 Time Sheets - Please provide the timesheets for all Rancho Sahuarita
Management Company, L.L.C. employees during the test year, 3 prior years, and
2009 calendar year. As part of your response, please provide a description of each
type of activity worked on and the number of hours worked.

RESPONSE: Time cards for hourly employees can be found in the following attached Files:
"Response to JMM 7-7 Time Cards ISI Qtr 2008.pdf"
"Response to JMM 7-7 Time Cards 2nd Qtr 2008.pdf"
"Response to JMM 7-7 Time Cards 3rd Qtr 2008.pdf"
"Response to JMM 7-7 Time Cards 4th Qtr 2008.pdf"
"Response to JMM 7-7 Time Cards IS( half 2009.pdf"
"Response to JMM 7-7 Time Cards 2l'\d half 2009.pdf"
"Response to JMM 7-7 Time Cards 2006.pdf"

The time cards for 2005 and 2007 will follow under separate cover as soon as
possible.

Page 3 of 10
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ARIZONA CORPORATION COMMISSION STAFF'S

SEVENTH SET OF DATA REQUESTS
Docket No. W-03718A-09-0359

JUNE 1, 2010

There are no timesheets for salaried employees.

JMM 7-8 Management Service Contracts -- Does Rancho Sahuarita Management Company
L.L.C. provide operations and management contract services to non-related/non-
affiliated companies? If so, please provide copies of the signed contracts.

RESPONSE: Sdiuarita Water Company (SWC) does not consider itself to be an "affiliate" of
Rancho Sahuarita Management Company (RSMC). Yes, RSMC provides
operations and management services to (i) Rancho Sahuarita Village Program
Association, Inc. (RSVPA), (ii) Rancho Resort Homeowners Association, and
(iii) Sharpe & Associates, Inc. The conceptual framework within which these
services are provided is similar to that reflected in the Management Services
Agreement between RSMC and SWC. Attached is a copy of the Agreement
between RSMC and Rancho Sahuarita Village Program Association, Inc. No
written agreements were executed between RSMC and Rancho Resort
Homeowners Association Inc. and Sharpe and Associates, Inc. RSMC assesses a
25% charge for overhead and profit in its statements to RSVPA. No such charge
is assessed as to the other two entities, similar to its practice with SWC.

JMM 7-9 Management Service Contracts - Please provide Staf f  with  the signed
management service contracts that Rancho Sahuarita Management Company,
L.L.C. has with other affiliated companies.

RESPONSE: Sahuarita Water Company (SWC) does not consider itself to be an "affiliate" of
Rancho Sahuarita Management Company (RSMC). RSMC also provides certain
construction management services to various Arizona limited liability companies
which have been formed to hold land. These entities are RSMC II L.L.C., RSMC
III L.L.C., RSMC IV L.L.C. and RSMC V L.L.C. These services are provided on
the basis of oral agreements between RSMC and the indicated limited liability
companies. There are no Management Services Agreements with these entities
(because they have no employees) but there are Development Completion
Agreements where the entities hire RSMC to manage the development of the
property. Also there are two (2) Development Completion Agreements with two
(2) non-affiliated companies: Rancho Sahuarita XX, L.L.C. and Rancho Sahuarita
Commercial Ventures, L.L.C.

JMM 7-10 Allocation Percentages -- This is a follow-up to data request JMM 5-5, in which
the Company provided Staff with payroll information. For each allocation
percentage that is less than 100 percent (i.e., non dedicated positions), please

Page 4 of 10



g

SAHUARITA WATER COMPANY, LLC'S RESPONSES To
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provide the following to support the allocation percentage calculated for each
month of the test year:

a. The basis of the allocation (e.g. number of customers)
b. The actual calculation used to make the allocation.
c. Provide all the time and/or cost studies to support your allocation

methodology used during the test year as well as the documentation used
as the basis of the study (such as, but not limited to, timesheets and
invoices).

RESPONSE: The percentage allocated to each position was based on the employee's estimate
of actual time spent. The Vice President, Development and Chief Financial
Officer spend a good deal of time due to the fact that the Water Company is
viewed as a major asset and requires a substantial amount of oversight and
management to retain its value.

JMM 7-11 Allocation Percentages for Vice President, Development - This is a follow-up to
data request JMM 5-5, in which the Company provided Staff with payroll
information. Please explain why the allocation percentage for the Vice President,
Development increased by 20 percent, from 30 percent to 50 percent in July 2008.

RESPONSE: The percentage allocated for the Vice President, Development increased from
30% to 50% in July 2008 because the individual who had been functioning as
President left. The General Manager was promoted to President but some of the
Senior Management functions performed by the former President were taken over
by the Vice President, Development. Some of these functions included
participating in 2008 CC&N extension, reviewing all construction and consultant
contracts and coordinating with legal counsel, interfacing directly with top
management, participating in the design and construction of Arsenic Treatment
facilities and other system improvements that were designed in 2009 and
constructed in 2009.

JMM 7-12 President, through July 2008 - This is a follow-up to data request JMM 5-5, in
which the Company provided Staff with payroll information. Please explain how
the contract salary expense of the President who was employed through July 2008
was directly or indirectly related to the provision of water service for Sahuarita's
customers. As part of your response, please state the number of hours worked
directly for Sahuarita and provide timesheets specifically identifying the number
of direct hours worked along with a description of the type of work performed.

Page 5 of 10
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•

•

•

•

•

RESPONSE: The President through July 2008 estimated that he spent 20 hours per week on
tasks related to water service for Sahuarita's customers. In that position, the
President:

Provided strategic planning and vision for the company
Hired and worked directly with the General Manager monitoring customer
service, operations, water quality and staff
Communicated monthly reports and updates to ownership
Reviewed all contracts and coordinated with legal counsel
Established and maintained policies and procedures to insure consistency with
management policies
Created annual action plans detailing projects and goals for upcoming years•

Also, see "Response to JMM 7-12 President Job Description.pdf"

JMM 7-13 Vice President, Development - This is a follow-up to data request JMM 5-5, in
which the Company provided Staff with payroll information. Please explain how
the contract salary expense of the Vice President/Development was directly or
indirectly related to the provision of water service for Sahuarita's customers. As
part of your response, please state the number of hours worked directly for
Sahuarita and provide timesheets specifically identifying the number of direct
hours worked along with a description of the type of work performed.

RESPONSE: The Vice President, Development estimates that prior to July 2008 he spent 12
hours per week on tasks related to water service for Sahuarita's customers and 20
hours per week since July 2008. The tasks related to water service for Sadluarita's
customers are detailed in "Response to JMM 7-13 VP Dev Job Description.pdf"

JMM 7-14 Chief Financial Officer - This is a follow-up to data request JMM 5-5, in which
the Company provided Staff with payroll information. Please explain how the
contract salary expense of the Chief Financial Officer was directly or indirectly
related to the provision of water service for Sahuarita's customers. As part of your
response, please state the number of hours worked directly for Sahuarita and
provide timesheets specifically identifying the number of direct hours worked
along with a description of the type of work performed.

•

RESPONSE: The Chief Financial Officer estimates that he spends twelve hours per week on
tasks related to water service for Sahuarita's customers. The tasks include but are
not limited to the following:

Reviewing the monthly financial reports prepared by the company's
Controller.
Attending planning meetings.•

Page 6 of 10
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•

•

•

•

•

•

•

A member of the decision team for the acquisition and disposal of fixed
assets.
Reviews and approves every invoice and request for payment.
Reviews and approves the annual budget.
Reviews and approves all cash flow projections.
Monitors and reviews the accounts receivable collection efforts.
Manages the company's financial assets.
Interacts with company's CPA regarding income tax preparation and planning

JMM 7-15 Chief Financial Officer Salary Charges - This is a follow~up to data request JMM
5-5, in which the Company provided Staff with payroll information. Please
explain why payroll information is charged every other month for this position.

RESPONSE: The Chief Financial Officer is also the Managing Member of Rancho Sahuarita
Management Company, LLC, and as such receives distributions of profit every
other month instead of salary compensation. The distributions are not charged to
Sahuarita Water Company as a reimbursable expense.

JMM 7-16 Customer Service Representative (Guadalupe Selcho) Charges - This is a follow-
up to data request JMM 5-5, in which the Company provided Staff with payroll
information. Please explain why there is only two months of charges for this
position.

RESPONSE: When the position of Customer Service Manager was vacated in November 2007,
the current Customer Service Representative was promoted to a position of Senior
Customer Service Representative and a Guadalupe Selcho was hired as Customer
Service Representative. She left that position in January 2008.

JMM 7-17 Administrative Assistant (Wendy Olson) Charges - This is a follow-up to data
request JMM 5-5, in which the Company provided Staff with payroll information.
Please explain why there is only two months of charges for this position.

RESPONSE: Wendy Olson was Administrative Assistant from 12/31/07 to 3/24/08 and there
were three months of charges for her position. Ms. Olson replaced Alex
Creekman who is referred to in JMM 7-18.

JMM 7-18 Administrative Assistant (Alex Creekmanl Charges - This is a follow-up to data
request JMM 5-5, in which the Company provided Staff with payroll information.
Please explain why there is only two months of charges for this position.
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RESPONSE : This individual was employed from 6/24/07 to 1/9/08. In the test year, his salary
for only the two months of December 2008 and January 2009 was reflected.

JMM 7-19 Customer Service Manager Charges - This is a follow-up to data request JMM 5-
5, in which the Company provided Staff with payroll information. Please explain
why there is only two months of charges for this position.

RESPONSE: The position of Customer Service Manager was vacated in November 2007 and
was not staffed again until September 29, 2008. Therefore, during the test year,
the salary for only October and November is reflected. This is the reason for the
$40,500 adjustment requested in our application, to cover the costs of this position
for a full year.

JMM 7-20 Contract Employee Salary and Wage Information-Please provide the following:
A detailed schedule of the names, titles, and annual salaries (excluding any
incentive pay) of all contract employees actual payroll expenses and employee
benefits by month and by account charged, for the Test Year and on an annual
basis for the three prior calendar years.

b. A detailed schedule of actual contract employee levels vs. budgeted employee
levels for salaried and hourly employees by month for the Test Year and the three
prior calendar years along with supporting documentation.

c. A detailed schedule of actual regular payroll hours vs. budgeted regular payroll
hours for salaried and hourly contract employees by month for the Test Year and
for the three prior calendar years along with supporting documentation.

d. A detailed schedule of actual overtime payroll hours vs. budgeted overtime
payroll hours for salaried and hourly contract employees for the Test Year and for
the three prior calendar years along with supporting documentation.

e. Identify any early retirement plans in effect during or after the Test Year and
provide an accounting for and an analysis of such payments made during the Test
Year.

a.

RESPONSE :
Please see "Response to JMM 7-20a.pdf". A11 included expenses were charged to
General Ledger AC#634.8.

b. Please see "Response to JMM 7-20b Budget.pdF' which is the 2007 budget with
projections for 10 years. Please note that for the test year, base salaries for
dedicated employees were projected to be $441,532 and the actual amount paid
was $399,068.
In addition, when Mark Sear ans was first hired on as General Manager in
September 2006, he created a 10 Year Staffing Plan (See "Response to JMM 7-20
10 Yr Staffing Plan.pdf"). In this document he found that the Water Company at

a.

Page 8 of 10
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c.

that time was understaffed and proposed some new positions. In response to his
plan, the position of Operations Manager was created (originally intended to be
Water Quality Manager) and another Utility Tech was hired (originally intended
to be Mechanic). This is the reason for the increase in payroll costs during these
years.
We do not prepare budgets for payroll hours for either salaried or hourly
employees.

d. We do not prepare budgets for overtime payroll hours for either salaried or hourly
employees.
There were no early retirement plans in effect during or after the Test Year.e.

JMM 7-21 Vacant Contract Employee Positions - Please provide the title and annual salary
of each vacant contract employee position for the TestYear and three prior years.

RESPONSE1 The position of Customer Service Manager was vacant from November 2007 until
October 2008. When the position was vacated in November 2007, SWC tried to
staff the position by promoting the current Customer Service Representative to
Senior Customer Service Representative and hiring an additional Customer
Service Representative. SWC found that this arrangement was not satisfactory
and hired a Customer ServiceManager on September 28, 2008. The salary paid to
the Customer Service Manager in November 2007 was $47,500 per year (before
taxes and benefits) and the salary for the Customer Service Manager hired in 2008
was $45,000 per year (before taxes and benefits).

In addition, prior to June 2008, Rancho Sahuarita Management Company
provided the Water Company with a part-time President and had a full-time
General Manager. Since July 2008, the acting full-time President is performing
the combined roles of both President and General Manager. The salary for
General Manager (before taxes and benefits) was $80,000 per year.

JMM 7-22 Rancho Sahuarita Management Company Employee Bonuses- This is a follow-up
to Staff data request JMM 5-9, in which Staff asked the following:

Please provide to Staff the amount of bonuses paid to employees during the test
year.

The Company responded as follows:

The Company understands the reference to "employees" in Data Request JMM 5-
9 to be a reference to employees of Rancho Sahuarita Management Company.
Based upon such understanding, it is the position of Me Company that the
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information which is the subject of Data Request JMM 5-9 is (i) irrelevant and
immaterial to issues in Docket No. W-03718A-09-0359, and (ii) unlikely to lead
to the discovery of relevant and material evidence. Also, in this regard, see the
Company responses above to Data Requests JMM 5-5 through JMM 5-7.

However, and without waiving its right to object to the use of such information at
the forthcoming evidentiary hearings in Docket No. W~03718A-09-0359, SWC
(with the consent of Rancho Sahuarita Management Company) is providing a
copy of Rancho Sahuarita Management Company's general ledger for the test
year in Excel format.

This was not responsive to Staff' s data request, please state whether bonuses were
paid to employees of Rancho Sahuarita Management Company, L.L.C. in the test
year. If bonuses were paid to employees, please state the amount of bonus paid to
each employee.

RESPONSE: Without waiving its right to object to the offer or introduction of such information
at the forthcoming evidentiary hearing, Sahuarita Water Company (with the
consent of Rancho Sahuarita Management Company) provides the following
information. Bonuses were paid to employees of Rancho Sahuarita Management
Company, L.L.C. in the test year. See "Response to JMM 7-22 Test year
Bonuses.pdt" for the amount of bonuses paid to each employee of the Water
Company.
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Sahuarita Water Co. Job Description

President

Definition: Under general direction of the Ownership of Sahuarita Water Company, LLC, (SWC)
the President is responsible for the day to day business functions of SWC. In that capacity the
President monitors customer service, operations, and water quality staff and establishes policies
and procedures related to the company.

Essential Tasks & Functions: (Essential functions, as defined under the Americans with
Disabilities Act, may include the following tasks, knowledge, skills, and other characteristics. This
list of tasks is ILLUSTRATIVE ONLY, and is not a comprehensive listing of all functions and tasks
performed by positions in this class.)

Provide strategic planning and vision for the company
Provide Water Resource management for the company
Responsible for communicating monthly activities to ownership
Responsible for creating Capital Projects including plans, budgets and reports
Responsible for creating annual action plans detailing projects for the year
Responsible for creating annual budgets
Maintains effective working relationships with regulatory agency officials, Town of
Sahuarita staff, customers, contractors, the public, and other stakeholders.

Knowledqe, Skills. Abilities and Other Characteristics:

Knowledge of ADEQ drinking water rules
Knowledge of Acc rules and rate-maklng procedures
Knowledge of ADWR & Tucson AMA rules and management plans
Knowledge of NARUC accounting principles and practices
Knowledge of OSHA regulations and workplace safety
Competent in the use of computers, including ms Office Applications

Qualiticationsz
Degree in Business Management, Public Administration or Engineering or equivalent
experience

» At least 10 years of managerial experience In a public or private utility, water experience
preferred

• Possession of ADEQ Grade Ill Water Distribution Certificate preferred
¢ Possession of ADEQ Grade Ill Water Treatment Certificate preferred
• Must possess a valid driver's license

Selection Guidelines: Formal application, rating of education and experience. oral interview
and reference check, job-related tests may be required.

The job description does not constitute an employment agreement between the employer
and the employee and is subject to change by the employer as the needs of SWC and
requirements of tnejob change.

Effective dateldate of last revision: August 2008

1
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Sahuarita Water Co. Job Description

General Manager

Definition- Under general direction of the President, the General Manager oversees all aspects
of the daily operations of the Sahuarita Water Co. LLC (SWC) public water system. The SWC
water system includes, but Is not limited to, deep water wells, booster stations, storage tanks.
distribution lines, treatment facilities, automated meter reading, and SCADA control system.

Essential Tasks & Functions: (Essential functions, as defined under the Americans with
Disabilities Act, may include the following tasks, knowledge, skills, and other characteristics. This
list of tasks is ILLUSTRATIVE ONLY, and is not a comprehensive listing of aft functions and tasks
performed by positions in this class.)

•

1

•

•

•
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Assumes the duties of President in his absence
Assists the President in the development of water company budgets
Supervise and evaluate division managers
Responsible for maintaining water plan review and approval process
Responsible for maintaining management reporting system data
Responsible for maintaining policies and procedures
Responsible for maintaining employee operational and safety training and certification
system
Coordinates and works with outside engineers and contractors
Performs other related, similar, or logical duties as assigned or required.

Knowledge. Skills. Abilities and Other Characteristics:

•

•

9

•

Considerable knowledge of water distribution and treatment equipment, facilities, and
processes used in public water supply and system.
Knowledge of ADOSH and OSHA standards and recordkeeping requirements.
Knowledge of budget development
Skill in communicating effectively verbally and in writing.
Skill in use of personal computers, word processing, and spreadsheet apply~tions.
Skill in planning and prioritizing.
Abillty to evaluate emergency situation and make competent, sound decisions quickly.
Ability to create a team environment.

Qualifications:

Five years of progressive experience in the construction, operation, maintenance, and
repair of public water systems, including three years in a supervisory ~= pacify.
Possession of ADEQ Grade Ill Distribution and Treatment Certification

Special Requirements' Possession of a valid and appropriate driver's license,

Selection Guidelines: Formal application, rating of education and experience, oral
lntewiew and reference check, job-related tests may be required,

The job description does not constitute an employment agreement between the employer
and the employee and is subject to change by the employer as the needs of SWC and
requirements of the job change.

Effective dateldate of last revision: October 2007
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Sahuarita Water Co. Job Description

Controller

Definition: Under general direction of the General Manager, the position develops and maintains various
accounting functions using general accounting principles and practices for the business of SWC, The
position is responsible for accounting staff functions and completing evaluations of the accounting staff.

Essential Tasks & Functions: (Essential functions. as defined under the Americans with Disabilities
Act, may include the following tasks, knowledge, skills, and other characteristics. This list of tasks is
ILLUSTRATIVE ONLY, and is not a comprehensive listing of all functions and tasks performed by
positions in this class.)

Develops and maintains SWC accounting policies and procedures.
Develops and maintains SWC accounting software, including upgrades
Develops and maintains water company budgets
Prepares monthly and annual financial reports.
Maintains open communication with the General Manager and advises on budget status.
Follow and carry out written and oral instructions
Use independent judgment and exercise initiative in daily activities
Performs other related, similar, or logical duties as assigned or required.

Knowledqe, Skills. Abilities and Other Characteristics:

u

•

Knowledge of advanced accounting principles and practices.
Knowledge of accounting related software applications
Knowledge of Microsoft Office programs
Skill in developing budgets and proforma packages
Skill in being detailed oriented
Skill in auditing financial records and statements.
Ability to work independently and make decisions relative to work methods.
Ability to communicate effectively verbally and in writing.
Ability to perform as team worker.

Qualifications: A Bachelors degree in accounting is required, A minimum of 5 years experience in the
utility sector preferred. Ability to operate a computer and various office equipment. Must possess a valid
Arizona driver's license at the time of employment.

Selection Guidelines: Formal application, rating of education and experience, oral interview and
reference check, job-related tests may be required.

The job description does not constitute an employment agreementbetween the
employer and the employee and is subject to change by the employer as the
needs of SWC and requirements of the job change.

Effective dateidate of last revision' August 2007

1
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Water Controller
Duties and Functions

> Maintain water plan approval process, including keeping checklists current,
creating line extension agreements, ensuring they are properly executed and
approved by the ACC and monitoring that all required paperwork is on File.

;> Prepare annual cash flow projection, income statement and related supporting
schedules.

'P Prepare monthly financial reports to include: Balance Sheet, Income Statement,
Statement ofICash Flows, Income Statement Budget Variance, Capital Projects
Budget Variance, 13 Month Rolling and Monthly Management Report to include
critical data relating to water production, conservation, quality, collections and
inventory.

'P Prepare monthly bank reconciliations.
'P Prepare monthly sales tax reports.
> Prepare all necessary journal entries to keep account balances accurate,
P Analyze statistics compiled by CSM to determine possible problems, anomalies

and to Forecast future trends.
> Provide the Town of Sahuartia with a monthly reconciliation of sewer fees which

'includes all fees billed, collected and/or credited. Work with Town on the annual
recalculation and ensure that any changes in sewer fees are billed appropriately.

'P Manage Customer Deposits including the issuing of all refunds, application of
interest and deposit returns (if applicable) after one (1) year,

'P Create and manage all ancillary invoices such as invoices for sewer, repairs, re-
inspections, and any other re-imbursement required.

> Process Accounts Payable which includes coding of Gerreral Ledger Account
Numbers, CIP #s and .lob Ledger Accounts. Responsible to obtain appropriate
approvals and have disbursements processed in a timely manner. Also responsible
to ensure that all expenditures accurate and are within budget parameters and to
notify management when there is a deviation.

> Responsible to advise Corporate of Cash Requirements in a timely manner.
'P Maintain Construction In Progress tiles on all applicable projects which includes

contracts, bid documents and all related invoices.
> Maintain Chart of Accounts in accordance with NARUC updated as necessary.
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Annual Reports:
o ADWR Reports
o CAGRD Reports
o OSF Fee Reconciliation Report to the ACC
o Water Use Data Sheets to the ACC
o Ensures ACC Annual Report and Property Tax Report are filed O11 time
o All other filings required by the ACC
o Financial reports required by Mission Peaks

Prepare annual refunds to builders for Line Extension Agreements.
Oversee the annual credits to customers relating to the SLMI fees.
Acts as a liaison and provides required infonnation ro the following outside
entities:

o A NC
o Town of Sahuarita
o David Cutler, CPA
o Tom Bourassa, CPA

Ensure all agreements with SWC are can°ent and that SWC is in compliance.
Assist President with Contract Management and development of standard
contracts and specifications.
Maintain policies and procedures manuals and records
Maintain and reconcile petty cash.
Assist management as needed

l l l  u  l l |  l llulmIIIIl
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Sahuarita Water Co. Job Description

Customer Service Manager

Definition: Under general direction of the President, the Customer Service Manager manages
the Customer Service Division of SWC. In that capacity the CSM monitors customer accounts,
directs and trains CSR staff and establishes policies and procedures related to the division.

Essential Tasks & Functions: (Essential functions, as defined under the Americans with
Disabilities Act, may include the following tasks, knowledge, skills, and other characteristics. This
list of tasks is ILLUSTRATIVE ONLY, and is not a comprehensive listing of all functions and tasks
performed by positions in this class.)

insures staff maintains the highest level of customer service
Use professional techniques in handling problems and irate customers
Organizes and directs daily operations of the division by performing administrative
duties, overseeing programs, projects and personnel
Analyzes organizational needs, analyzes trends, reviews statistics, and develops
recommendations for improved efficiencies
Maintains delinquent coilectlon policies
Coordinates updates of billing software and implements updates
Develops and maintains budget for division to include, but not limited to office
supplies and equipment
Provides direction to and evaluation of division staff in line with the vision of the
company
Follow and carry out written and oral instructions
Use independent judgment and exercise initiative in daily activities
Performs other related, similar, or logical duties as assigned or required

Knowledge, Skills. Abilities and Other Characteristics:

Knowledge of current customer service practices.
Knowledge of customer service related billing software applications
Knowledge of Microsoft Office programs
Skill in professional telephone answering techniques
Skill in communicating effectively verbally and in writing
skill in handling problems and irate customers
Ability to work independently and make decisions relative to work methods
Ability to draft reports and present reports in a clear concise manner
Ability to perform as team worker

Qualifications:
Ar least 3 years of managerial experience in customer service field, preferably in a public
utility, water experience preferred
Accounts receivable collection experience
Degree in Business Management or Accounting or equivalent experience
Must possess a valid driver's license
Ability to speak Spanish preferred

Selection Guidelines: Formal application, rating of education and experience, oral interview
and reference check, job-related tests may be required.

The job description does not constitute an employment agreementbetween the employer
and the employee and is subject to change by the employer as the needs of awe and
requirements of the job change.

Effective date/date of last revision: August 2008
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Sahuarita Water Co. Job Description

Senior Customer Service Representative

Definition: Under general direction of the Customer Service Manager, the Sr. CSR performs customer
service functions including billing, billing adjustments, bank deposits, answering telephones, greeting
customers, and providing information to the customers of SWC.

Essential Tasks & Functions: (Essential functions, as defined under the Americans with Disabilities
Act. may include the following tasks, knowledge, skills, and other characteristics. This list of tasks is
ILLUSTRATIVE ONLY, and is not a comprehensive listing of all functions and tasks performed by
positions in this class.)

Maintains billing system
Provides senior-level work oversight to CSR
Processes applications for service
Creates purchase order requests, receives materials and processes invoices.
Processing various customer billings, receives and processes payments
Receiving and processing plans
Follow and carry out witten and oral instructions
Use independent judgment and exercise initiative in daily activities
Performs other related, similar, or logical duties as assigned or required.

Knowledqe, Skills. Abilities and Other Characteristics:

Knowledge of billing system
clerical practices related to filing and record keeping.
Knowledge of customer service related software applications
Knowledge of Microsoft Office programs
Skill in professional telephone answering techniques
Skill in communicating effectively verbally and in writing.
skill in handling problems and irate customers.
Ability to work independently and make decisions relative to work methods.
Ability in copying, faxing, accepting deliveries, and notifying appropriate staff.
Ability to perform as team worker.

Qualifications' At least 1 year experience in customer billing systems, preferably in a public utility,
water experience preferred. Ability to operate a computer and various office equipment.

Selection Guidelines: Formal application, rating of education and experience, oral interview and
reference check, job-related tests may be required.

The job description does not constitute an employment agreement between the
employer and the employee and is subject to change by the employer as the
needs of SWC and requirements of the job change.

Effective dateldate of last revision: October 2007
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Sahuarita Water Co. Job Description

Customer Service Representative

Definition: Under general direction of the Customer Service Manager, The CSR performs customer
service functions including answering telephones, greeting customers, and providing information to the
customers of SWC.

Essential Tasks 8. Functions: (Essential functions, as defined under the Americans with Disabilities
Act, may include the following tasks, knowledge, skills, and other characteristics. This list of tasks is
ILLUSTRATIVE ONLY, and is not a comprehensive listing of all functions and tasks performed by
positions in this class.)

Processes applications for service
Performs clerical duties by preparing and maintaining files, records and logs
Creates purchase order requests, receives materials and processes invoices.
Maintains work order system by creating and completing daily work orders
Processing various customer billings. receives and processes payments
Receiving and processing plans
Follow and carry out written and oral instructions
Use independent judgment and exercise Initiative in daily activities
Performs other related, similar. or logical duties as assigned or required.

Knowledge, Skills, Abilities and Other Characteristics:

1

•

•

•
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Knowledge of clerical practices related to filing and record keeping.
Knowledge of customer service related software applications
Knowledge of Microsoft Office programs
Skill in professional telephone answering techniques
Skill in communicating effectively verbally and in writing.
Skill in handling problems and irate customers.
Ability to work independently and make decisions relative to work methods.
Ability in copying, faxing, accepting deliveries, and notifying appropriate staff.
Ability to perform as team worker,

Qualifications: At least 1 year experience in customer service field, preferably In a public utility, water
experience preferred. Ability to operate a computer and various office equipment. Ability to speak
Spanish preferred, Must possess a valid Arizona driver's license at the time of employment.

Selection Guidelines: Formal application, rating of education and experience, oral interview and
reference check; job-related tests may be required.

The job description does notconstitute an employment agreement between the
employer and the employee and is subject to change by the employer as the
needs of SWC and requirements of the job change.

Effective date/date of last revision: August 2007

1
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Sahuarita Water Co. Job Description

Water Operations Manager

Definition: Under general direction of the General Manager, the Water Operations Manager
supervises the water operations and maintenance of the Sahuerita Water Co. LLC (SWC) public
water system. The SWC water system includes, but is not limited to, deep water wells, booster
stations, storage tanks, distribution lines, treatment facilities, automated meter reading, and
SCADA control system.

Essential Tasks & Functions: (Essential functions, as defined under the Americans with
Disabilities Act, may include the following tasks, knowledge, skills, and other characteristics. This
list of tasks is ILLUSTRATIVE ONLY, and is not a comprehensive listing of all functions and tasks
performed by positions in this class.)

Assists the General Manager In the development of water O&M and capital budgets
Supervise, train. and evaluate staff operators and maintenance personnel
Plans, organizes. directs, coordinates, and insures t imely and competent
performance of operations, maintenance, repair, and replacement activities
Assists as needed with field work
Develops and maintains computerized maintenance and asset management
systems.
Maintains sufficient physical resources, including but not limited to, critical and other
spare parts, vehicles, equipment, tools, materials. and supplies
Coordinates and works with outside engineers and contractors
Schedules and participates as needed in after-hours/on-call system
insures excellence in customer service
Performs other related, similar, or logical duties as assigned or required.

Supervision Exercised: Supervises SWC water system Q&M personnel, temporary operations
employees. and supplemental labor.

Knowledge, Skills. Abilities and Other Characteristics:

Considerable knowledge of water distribution and treatment equipment. facilities, and
processes used in public water supply and system.
Knowledge of ADOSH and OSHA standards and recordkeeping requirements.
Knowledge of and experience in pipe Installation, connection, hot tapping, and repair,
including material and equipment purchase and operation.
Knowledge of temporary traffic control and road cuts and repairs.
Skill in supervising O&M personnel.
Skill in communicating effectively verbally and in writing.
Skill in use of personal computers, word processing, and spreadsheet applications.
Skill in establishing and maintaining effective working relationships with regulatory
agency officials, Town of Sahuarita staff, customers, contractors, the public, and other
stakeholders.
Skill in identifying job hazards and taking or teaching the precautions needed.
Skill in planning and prioritizing.
Ability to attend meetings and provide pertinent feedback to management.
Ability to evaluate emergency situation and make competent, sound decisions quickly.
Ability to perform as team worker.

Qualifications: five years experience in the construction, operation, maintenance, and repair of
public water systems, including two years in a supervisory capacity.

1
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Sahuarita Water Co. Job Description

Water Operations Manager

Special Requirements: Minimum of ADEQ Grade III Distribution and/or Water Treatment Plant
Operator Certificate, possession of a valid and appropriate driver's license when required forjob-
related duties.

Selection Guidelines: Formal application, rating of education and experience, oral
interview and reference check, job-related tests may be required.

The job description does not constitute an employment agreement between the employer
and the employee and is subject to change by the employer as the needs of SWC and
requirements of the job change.

Effective dateldate of last revision: November 2006

2



| v

Sahuarita Water Co. Job Description

Senior Utility Technician

Definition.: Under general direction of the Operations Manager, perform skilled electrical and electronic
work in the maintenance, repair and calibration of automatic and manual metering, telemetry, control and
alarm systems and equipment, and to do related work as required. The SWC water system includes, but
is not limited to, deep water wells, booster stations. storage tanks. distribution lines. treatment facilities,
automated meter reading, and SCADA control system.

Essential Tasks & Functions: (Essential functions, as defined under the Americans with Disabilities
Act may include the following tasks, knowledge, skills, and other characterisijcs, This list of tasks is

not a comprehensive listing of all functions and tasks performed byILLUSTRATIVE ONLY, and is
positions in this class.)

Troubleshoot problems in electrical and electronic systems
Reading and interpreting blueprints, wire diagrams and schematics, and utilizing a variety of
test equipment
Test, clean, repair, rebuild and calibrate metering and telemetry equipment
Test, clean, repair, calibrate and reprogram microprocessor and instrumentation systems and
equipment
Maintain, repair and balance electronic systems for variable speed pump controls
Maintain and repair electrical and electronic operational control, recording and alarm systems
and equipment
Follow and carry out written and oral instructions
Use independent judgment and exercise initiative in daily activities
Estimate equipment and material needs to complete assignments
Completes preventative maintenance tasks related to electronic and electrical systems
Performs other related, similar, or logical duties as assigned or required.

Knowledge, Skills, Abilities and Other Characteristics:

Knowledge of practices, procedures, tools and equipment used in the installation, testing and
repair of electronic systems, meters, telemetry and instrumentation equipment.
Knowledge of principles of electronic circuitry systems, meter, telemetry, instrumentation _
microprocessors and similar equipment..
Knowledge of occupational hazards and safety precautions necessary in the work
Skill in troubleshooting, locating, correcting and repairing defects in instrumentation and
electronic control equipment.
Skill in communicating effectively verbally and in writing.
skill in operating a variety of electronic diagnostic equipment.
Ability to work with independently and make decisions relative to work methods.
Ability to interpret plans, blueprints, wiring diagrams and schematics
Ability to evaluate equipment and determine necessary repairs and or maintenance,
Ability to perform as team worker.

Qualifications: Three years' experience in electrical and electronic instrumentation system installation.
maintenance and repair, preferably involving water distribution and plant treatment processes.
Familiarity with SCADA and PLC systems. PLC programming experience preferred. Course work in
electronic or electrical applications preferred. Must possess a valid Arizona driver's license at the time of
employment.

1
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Sahuarita Water Co. Job Description

Senior Utility Technician

Selection Guidelines: Formal application, rating of education and experience, oral interview and
reference check, job-related tests may be required.

The job  desc r ip t ion  does  no t  cons t i t u t e  an  employment  agreement breen t he
employer and the employee and is subject to change by the employer as the
needs of SWC and requirements of the job change.

Effective dateldate of last revision' August 2007
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Sahuarita Water Co. Job Description

Utility Technician

Definition: Under general direction of the Operations Manager, the Utility Technician performs a
wide variety of semi-skilled and skilled tasks in the servicing, maintenance and repair of the SWC
water system. The SWC water system includes, but is not limited to, deep water wells, booster
stations, storage tanks, distribution lines, treatment facilities, automated meter reading, and
SCADA control system.

Essential Tasks & Functions: (Essential functions, as detuned under the Americans with
Disabilities Act, may include the following tasks, knowledge, skills, and other characteristics. This
list of tasks is ILLUSTRATIVE ONLY, and is not a comprehensive listing of all functions and tasks
performed by positions in this class.)

•

•

•

•

•

Follow and carry out written and oral instructions
Performs line locations.
Assists in repairing water lines.
Assists in installing and replacing meters
Estimate equipment and material needs to complete assignments
Repair, test and rebuild water utility equipment including: pumps. compressors, valves,
chemical feed systems. hydrants, meters, etc.
Completes preventative maintenance tasks such as: lubrication of equipment, replacing
belts and seals, etc.
Records groundwater level data
Performs other related, similar, or logical duties as assigned or required.

Knowledqe, Skills, Abilities and Other Characteristics:

Knowledge of principles and practices of water system maintenance.
Knowledge of principles and practices of water treatment and distribution.
Knowledge of methods, techniques and safe practices related to water systems
Skill in use of manual and motorized tools, vehicles and related equipment
Skill in communicating effectively verbally and in writing.
skill in use of personal computers, word processing, and maintenance applications.
Ability to evaluate equipment and determine necessary repairs and or maintenance.
Ability to interpret shop drawings, o8.m manuals and other documents pertaining to
equipment.
Ability to perform as team worker.

Qualifications: 2 years of experience as a maintenance mechanic, technician or specialist in
water system maintenance, possession of a valid driver's license required for job-related duties.
ADEQ Drinking Water II and/or Distribution ll license preferred

Selection Guidelines: Formal application, rating of education and experience, oral
interview and reference check, job-related tests may be required.

The job description does not constitute an employment agreement between the employer and the
employee and is subject to change by the employer as the needs of SWC and requirements of
the job change.

Effective dateldate of last revision: November 2006

1
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Sahuarita Water Co. Job Description

Laborer

Definition: Under general direction of the Operations Manager, the employee performs work of a
semi-skilled nature in the maintenance and operation of a complete water supply and distribution
system. The laborer also assists in the maintenance of well sites, yards. right-of-ways, and all
company buildings and grounds

Essential Tasks & Functions: (Essential functions, as defined under the Americans with
Disabilities Act, may include the following tasks, knowledge, skills, and other characteristics. This
list of tasks is ILLUSTRATIVE ONLY, and is not a comprehensive listing of all functions and tasks
performed by positions in this class.)

Assist all operators in routine duties as needed.
Conservation program assignments including meter audits, high consumption, and water
leak detections.
Remove, install, reset and perform field repair to water meter boxes.
Read meters, record findings and maintain all records pertaining to completed service
calls.
Perform needed maintenance on tools, vehicles and equipment.
Maintain all company property including, but not limited to, mowing, spraying, dh
weeding, brushing. landscaping, ditching, painting and other minor building repairs.
Operate construction and maintenance equipment necessary for the performance of the
job. such as spray washer, generator, tamper, trencher, jack hammer, etc.
Maintain records on work orders and inventory list in a precise and efficient manner.
Perform any and all duties as directed by the management staff.
Maintain all company issued equipment.

Knowledge. Skills, Abilities and Other Characteristics:

Knowledge of principles and practices of water system maintenance.
Knowledge of methods, techniques and safe practices related to water systems
Skill in use of manual and motorized tools, vehicles and related equipment
Skill in communicating effectively verbally and in writing.
Ability to perform as team worker.

Qualifications: Minimum education should include a high school diploma or GED and some
post-secondary education in a water utility-related field. Previous work experience of at least two
(2) years in water utility field is preferable, but not required. Possession of a Valid As drivers
license.

Selection Guidelines: Formal application, rating of education and experience, oral
interview and reference check, job-related tests may be required.

The job description does not constitute an employment agreement between the employer and the
employee and is subject to change by the employer as the needs of SWC and requirements of
the job change,

Effective dateldate of last revision' November 2006

1
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Michael J. Bowman
Vice President Development

Job Description

Sahuarita Water Companv:
0 Oversee the planning, engineering and entitlement process for all onsite and offsite water

system planning and improvements for the company
cl Review all water system plant improvements and system design.
cl Assist the water company developing worldng relationships with builders.
o Assist in obtaining approval tram the Town of Sahuarita and Pima County Department of

Environmental Quality of all water system improvements.
cl Participate in negotiations of contracts with engineers, consultants, and contractors to

complete the design and construction of water system improvements within the project.
cl Monitor inspection of water system improvements to insure approval of constriction tram

Pima County Department of Environmental Quality.
cl Participate in the negotiations, resolutions and completion of various contractual

obligations as they relate to the purchase and sale of property and interface with
purchasers on water system improvement requirements during design and construction.

in Review all water company invoices for payment.
D Assist in review of all regulatory compliance with Town, County, State and Federal

regulations.
D Prepare and monitor budgets on various off site water infrastructure projects.
D Coordinate electrical system contracts and Letters of Credit with two utility companies

(Tucson Electric Power and TRICO) as required to insure water company system needs
are being met by these utilities.

D Attend all Council in/leetings and report issues related to Sahuarita Water Company.
D Oversee the plan review process of Builders plans including water improvements for all

the neighborhoods within Rancho Sahuarita to ensure compliance with water company
system requirements .
Assist in oversight of contractors in coordination water system installation and usage.
Periodically review and approve of updates to water company standard details.
Review and comment on annual budget and attend monthly budget review meetings.

D

:1

U

Additional Responsibilities following departure ofCo1°t Chalfant:
• Participated in 2008 CC&N extension of Water Company service area and Hydrological

consultants, attorneys and consultants.
Review all construction and consultant contracts and coordinate with legal council on
same,
Interface with company partners and management team to insure management company
communication and policies are consistent with those of the water company.
Coordinated with water company consultants and staff during design and construction of
Arsenic Treatment facilities and other system improvements that were designed in 2008
and constructed in 2009.
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Sahuarita Water Company

Bookkeeper
Duties aNd Functions
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In addition to 1lom1al day-to-day activities, the referenced individual will also provide
the following functions for the Water Company:

)>
\'

Assist with processing of vendor invoices and cash disbursements
Maintain Accounts Payable files
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Sahuarita Water Company
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Bookkeeper/Human Resource Manager
Duties and Functions

111 addition ro normal day-to-day activities, the referenced individual will also provide
the following fiincticms for the Water Company:
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Upon receipt, process all cash receipts into the Water Conlpany's accounting
system
Interact with Water Company pel'solmel with regard to Human Resource issues
Process Water Company payroll on a two week basis by processing paychecks for
both salaried and hourly employees
Ensure that all appropriate paperwork is maintain for new and existing employees
Assist with the tiling of Worker's Compensation claims
Provide inlbmtation on company benefit programs and be responsible to notify
employees of eligibility
Maintain personnel files on both active and inactive employees
Track eligible paid time off br all employees
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July 26, zoos
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EMPLOYMENT AGREEMENT

Dear Mark,

This Agreement covers the terms of your employment with the Rancho Sahuarifa Water
Company as General Manager.

If; after reviewing this Agreement, youhave requested changes or need clarification on any of its
terms, please indices what they are, or if you have none, please sign in the appropriate place
below acknowledging your acceptance.

Position | Rancho Sahuarita Water Company

Employer:

Job Descripdnn'

GSBETBI Manager,

("C<>1vpt1Hy")
Rancho Sahuarita Management Company, LLC

As outlined in "Job Description & Narrative prepared by Cort
Chalfant 7/16/06"and "RSWC Yearly Schedule prepared by Mike
Lytle 9/8/05", both of which sue attached.

Hire Date:

Super/isor:

.f
J*

Initial Base Salary:

Bonus Pool:
l

Benefits:

Employee Handbook:

Severance Package:

Cort Chalfant or such other person as Bob Sharpe may from time
to time designate.

$80,000, annually

$l0,000, annually based on performance, prorated for any partial
year of employment. The bonus pool is a completely discretionary
incentive pool' based on both an objective and subjective
evaluation of your performance that is paid at the end of each
calendar year.

Bob Sharpe and your Supervisor will determine any amount of the
Bonus Pool to be paid to you based in large part on their
impression of your ability to execute your responsibilities as
outlined in the Job Description. Some objective measures may be
developed airer your date of hire.

Pursuant to their terns and conditions, you are eligible for
participation in the Rancho Sahuarita Companies 4Dl(k) Plan, and
Paciiicare Insurance Plan all of which can be more fully described
toyou by Cindy Guantt, our Human Resources Administrator.

This handbook is applicable to you.

Severance 'm the Event of a Sale: If; after your Hire Date, the
Rancho Sabuarita Water Company is sold to an unaffiliated entity
(Lu1aE.Liated shall mean any entity not owned, managed, or
controlled by Bob Sharpe, Fred Lewis, Cort Chalfent or other

I 2

L:rlcrsl¥J6-07lSI:n1nm\s
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Minimum Notice:

Confidentiality:

subsequent senior managers of  Rancho Sahuarita related
companies including but not l imi ted to: Rancho Sahuarita
Management Company, LLC, Interchange Opportunity Fund, LLP,
or Sharps and Associates, Inc.) and the new entity then terminates
your employment within ninety (90) days of the closing date of the
sale for reasons other than the "Exceptions" listed hereinafter
under the "Severance" provision, then you shall be entitled to a
lump-sum payment thereupon equal to Eighty-Thousand Dollars,
less any tax withholding required by law, upon signing a Release
fAil Claims acceptable to the Company.

Termination and Severance by the Comnanv After Your Hire Date'
You are employed at will and your employment may be terminated
at any time without cause. (a) If you are terminated after your Hire
Date for any reason other then the "Exceptions" listed below, and
such termination occurs after your 90-day Introductory Period,
then upon signing a Release of All Claims acceptable to the
Company you shall be entitled to a lump sum payment equal to
Nine-Thousand Two Hundred and Thirty-One Dollars, less any tax -
withholding required by law.

(b) If you are terminated after your Hire Date for any reason other
than the "Exceptions" listed below, and such termination occurs
widiin your 90-day Introductory Period, then you shall not be
entitled to a Severance Payment.

(c) Exceptions: If you are temlinated after your Hire Date due to
fraud., gross negligence, serious misconduct either on or off the
job, a breach of  f iduciary duty to the Company, a material
misrepresentation of your quaiiiications on your resume, loss of
any license or certification you must hold to perform your duties,
or the disclosure through a legally consented Background Check
that you have been convicted of one or more illegal acts, then you
shall not be entitled to a Severance Payment.

Ii after your Hire Date, you decide to tenuinate your employment
with the Company, then you shell provide your Supervisor with a
minimum of four (4) weeks advance notice of  such intent to
terminate. Thereafter the Company may retain your services for
all or less than all of such Minimum Notice and you shall not be
entitled to a Severance Payment.

After the Effective Date adjacent to your signature below, you
agree not to disclose to others or use any confidential technical or
business information belonging to Rancho Sahuarita Water
Company or its ciliates, except as authorized in writing, by your
Supervisor. "Coniidentiai tecltnieai or business information"
means any information that you learn or originate during the
course of your employment, regardless of whether it is wdtten or

Ll:uersI06-07IScnmnns
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Background Check:

otherwise tangible, that is not generally available to the public
(published articles, sales literature, press releases, Internet Website
information axe generally available to the public) and gives one
who uses it an advantage over competition or the best interests of
Rancho Sabuarita Water Company or its affiliates. The obligations
set forth in dis paragraph shall continue after the tem of your
employment with Rancho Sahttarita Water Company for a pedod
of not less than two years.

Effective January 1, 2006, Rancho Sahuerita Management
Company periodically conducts routine Background Checks on
company personnel. Your execution of n "Release Form for
Employment/Background Reports" is a condition to employment.
Any personal information learned by the Company as a result of
any such Background Check shall be used for internal purposes
only and wil l  not be shared with any third party for any non-
Company business.

If this Employment Agreement is acceptable to you, please sign and elate in the appropriate
spaces below indicating your acceptance.

Sincerely,
Rancho Sahuarita Management Company

Fred Lewis
Semi or Vice-President

Cc: Robert Sharpe

7
Accepted by' Seaznans

7-;7~ 04,
Effective Date:

I

L:uus/D6-07lS=amans
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Sahuarita Water Co. Job Description

President

Definition: Under general direction of the Ownership of Sahuarfta Water Company, LLC, (SWC)
the President is responsible for the day to day business functions of SWC. In that capacity the
President monitors customer sen/ice, operations, and water quality staff and establishes policies
and procedures related to the company.

Essential Tasks & Functions: (Essential functions, as defined under the Americans with
Disabilities Act, may include the following tasks, knowledge, skills, and other characteristics. This
list of tasks is ILLUSTRATIVE ONLY, and is not a comprehensive listing of all functions and tasks
perforated by positions in this class.)

Provide strategic planning and vision for the company
Provide Water Resource management for the company
Responsible for communicating monthly activities to ownership
Responsible for creating Capital Projects including plans, budgets and reports
Responsible for creating annual action plans detailing projects for the year
Responsible for creating annual budgets
Maintains effective working relationships with regulatory agency officials, Town of
Sahuarita staff, customers, contractors, the public, and other stakeholders.

Knowledge. Skills. Abilities and Other Characteristics:

Knowledge of ADEQ drinking water rules
Knowledge of ACC rules and rate-making procedures
Knowledge of ADWR a Tucson AMA rules and management plans
Knowledge of NARUC accounting principles and practices
Knowledge of OSHA regulations and workplace safety
Competent in the use of computers, including MS Office Applications

Qualifications:

•

•

•

Degree in Business Management, Public Administration or Engineering or equivalent
experience
At least 10 years of managerial experience in a public or private utility, water experience
preferred
Possession of ADEQ Grade Iii Water Distribution Certificate preferred
Possession of ADEQ Grade Iii Water Treatment Certificate preferred
Must possess a valid driver's license

Selection Guidelines' Formal application. rating of education and experience, oral interview
and reference check, job-retated tests may be required.

The job description does not constitute an employment agreement between the employer
and the employee and is subject to changeby the employer as the needs ofSWC and
requirements of the job change.

Effective dateldate of last revision: August 2008

1
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Michael J. Bowman
Vice President Development

Job Description

121
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Sahuarita Water Companv°
El Oversee the planning, engineering and entitlement process for all onsite and offsite water

system planning and improvements for the company.
cl Review all water system plant improvements and system design.
cl Assist the water company developing working relationships with builders.
cl Assist in obtaining approval from the Town of Sahuarita and Pima County Department of

Environmental Quality of all water system improvements.
al Participate in negotiations of contracts with engineers, consultants, and contractors to

complete the design and construction of water system improvements within the project.
cl Monitor inspection of water system improvements to insure approval of construction from

Pima County Department of Environmental Quality.
Participate in the negotiations, resolutions and completion of various contractual
obligations as they relate to the purchase and sale of property and interface with
purchasers on water system improvement requirements during design and construction.
Review all water company invoices for payment.
Assist iii review of all regulatory compliance with Town, County, State and Federal
regulations.

Q Prepare arid monitor budgets on various off site water infrastructure projects.
cl Coordinate electrical system contracts and Letters of Credit with two utility companies

(Tucson Electric Power and TRICO) as required to insure water company system needs
are being net by these utilities.

U Attend all Council Meetings and report issues related to Sahuarita Water Company.
cl Oversee the plan review process of Builders plans including water improvements for all

the neighborhoods within Rancho Sahuarita to ensure compliance with water company
system requirements.
Assist in oversight of contractors in coordination water system installation and usage.
Periodically review and approve of updates to water company standard details.
Review and comment on annual budget and attend monthly budget review meetings.

CI

CI

U

Additional Responsibilities Following departure at Cort Chalfant:
• Participated in 2008 CC&N extension of Water Company service area and Hydrological

consultants, attorneys and consultants.
Review all construction and consultant contracts and coordinate with legal council on
same.
Interface with company partners and management team to insure management company
communication and policies are consistent with those of the water company.
Coordinated with water company consultants and staff during design and construction of
Arsenic Treatment Facilities and other system improvements that were designed in 2008
and constructed in 2009.

•
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Direct Testimony of Moron Scott, Jr.
Docket No. W-03718A-09-0359
Page 1

1

2

INTRODUCTION

Q- Please state your name, place of employment and job title.

3 A.

4

5

My name is Marlin Scott, Jr. My place of employment is the Arizona Corporation

Commission ("Commission"), Utilities Division, 1200 West Washington Street, Phoenix,

Arizona 85007. My job title is Utilities Engineer.

6

7 Q-

8 A.

How long have you been employed by the Commission?

I have been employed by the Commission since November 1987.

9 )

10 Q- Please list your duties and responsibilities.

11 A. As a Util it ies Engineer, specializing in

12 responsibilities include: the inspection, investigation,

water and wastewater engineering, my

and evaluation of water and

13

14

15

16

17

wastewater systems, preparing reconstruction cost new and/or original cost studies,

reviewing cost of service studies and preparing investigative reports, providing technical

recommendations and suggesting corrective action for water and wastewater systems, and

providing written and oral testimony on rate applications and other cases before the

Commission.

18

19 Q-

20 A.

How many cases have you analyzed for the Utilities Division?

I have analyzed approximately 540 cases covering various responsibilities for the Utilities

21 Division.

22

23 Q- Have you previously testified before this Commission?

24 A. Yes, I have testified in 77 proceedings before this Commission.
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Direct Testimonyc Marlin Scott, Jr.
Docket No. W-03718A-09-0359
Page 2

1 Q- What is your educational background?

2 A.
_,A

3

I graduated from Northern Arizona University in 1984 with a Bachelor of Science degree

in Civil Engineering Technology.

4

5 Q. Briefly describe your pertinent work experience.

6 A. Prior to my employment with the Commission, I was Assistant Engineer for the City of

7 Winslow, Arizona, for about two years. Prior to that, I was a Civil Engineering

8 Technician with the U.S. Public Health Service in Winslow for approximately six years.

9
l
I

10 Q- Please state your professional membership, registrations, and licenses.

11 A. I am a member of the National Association of Regulatory Utility Commissioners

12 ("NARUC") Staff Subcommittee on Water.

13

14 PURPOSE OF TESTIMONY

15 Q~ What was your assignment in this proceeding"

16 A.

17

My assignment was to provide Staffs engineering evaluation for Sahuarita Water

Company, LLC ("Company") in this rate proceeding.

18

19 Q- What is the purpose of your testimony in this proceeding?

20 A.

21

22

To present the findings of Staffs engineering evaluation of the operation for the

Company. The findings are contained in the Engineering Report that I have prepared for

this proceeding and is included as Exhibit MSJ in Ms direct testimony.

23
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Direct Testimony of Marta Scott, Jr.
Docket No. W-03718A-09-0359
Page 3

l ENGINEERING REPGRT

-2 Q-

3

4 A.

Would you briefly describe what was involved in preparing your Engineering Report

for this rate proceeding"

After reviewing the application for the Company, I physically inspected the water system

5 to evaluate its operation and to determine if any plant items were not used and useful. I

6

7

8

9

10

obtained information from the Company regarding plant facilities, water testing expense,

system maps, well monitoring, and I analyzed that information. I contacted the Arizona

Department of Water Resources ("ADWR") to determine if  the Company was in

compliance with the ADWR's requirements governing water providers. I also reviewed

the Company's Commission compliance item related to the Q w w i Best Management

Practice Tariffs. Based on all the above, I prepared the attached Engineering Report.

12

13 Q- Do you provide a summary of your findings?

14 A,

15

Yes, the summary containing Staff' s engineering conclusions and recommendations are

located at the beginning of my Exhibit MSJ.

16

17 Q- Does this conclude your Direct Testimony?

18 A. Yes, it does.
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EXHIBIT MSJ
Page l of40

x I Engineering Report
For
Sahuarita Water Company, LLC
Docket No. W-03718A-09-D359 (Rates)

April 15, 2010

SUMMARY

CONCLUSIONS

A. The Sahuarita Water Company, LLC ("Company") has a water loss of 3.8% which is
within the acceptable limits.

B. The Company's test year well capacity of 3,250 GPM and storage capacity of 2,550,000
gallons is adequate to serve the present customer base and reasonable growth.

c. The Company has completed the construction of an arsenic treatment facility ("ATF")
and has requested that the cost of this ATF project be considered for the implementation
of an Arsenic Cost Recovery Surcharge Mechanism.

D. According to an Arizona Department of Environmental Quality ("ADEQ") Compliance
Status Report, dated September 9, 2009, ADEQ has determined that the Company's
system, Public Water System No. 10-312, is currently delivering water that meets water
quality standards required by 40 CFR 141/Arizona Administrative Code, Title 18,
Chapter 4.

E. The Company is located in the Arizona Department of Water Resources' ("ADWR")
Tucson Active Management Area and ADWR has reported that the Company is in
compliance with ADWR's requirements governing water providers and/or community
water systems.

F. According to the Utilities Division Compliance database, the Company has no delinquent
Arizona Corporation Commission compliance items.

G. The Company has an approved curtailment tariff with an effective date of December 19,
2002.

H. The Company has an approved backflow prevention tariff with an effective date of
November 1, 2002.
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Page 2 of 40

RECOMMENDATIONS

1. Staff recommends an average annual water testing expense of $10,382 be adopted for this
proceeding.

2. Staff recommends the removal of Wells #12, #17, #19, #20 and».those identified plant
items related to the Estancia del Corazon Subdivision, totaling to $327,565, from the
plant-in-service because these plant items are not used and useful.

3. Staff recommends that the requested post-test year plant
considered for inclusion in rate base at this time.

new Well #23 not be

4. Staff recommends that the Company use the depreciation rates by individual National
Association of Regulatory Utility Commissioners category as presented in Table J-l.

5. Staff recommends the acceptance of the Company's proposed service line and meter
installation charges as presented in Table K-1.

I
z

6. Since the f iling of the ADWR Best Management Practice ("BMP") Tarif fs by the
Company, Staff and the Company have been working together to finalize the BMPs. At
this time, the BMPs have not been finalized. However, Staff will be providing DRAFT
copies of the BMPs as Attachment - ADWR Best Management Practice Tariffs and will
provide an updated Staff review and recommendation in its surrebuttal testimony due on
June 16, 2010.
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Well #

ADWR
ID No.

Pump Hp
(Turbine)

Flow Rate
(GPM)

Casing Size
& Depth

Meter
Size

'|

4Year
Drilled

#1
3
I 55-562962 Monitoring

well 8" X 500'
-1

1997
|

#12 55-611141 Capped 24" x 982' 1970

#14I 55-611142 400 1,750 24"x 1135' 10" l
1970

#17i 55-611143 Out of
service

24" X 10539
l

1974

#18i 55-611144 300 1,500 20" X 905' 10" I1975
#19 55-611145 Capped 24" x 990' 1981 i

#20! 55-611146 Capped 16" x 975' 1969
i
l T O T A L : 3,250 i,

|
r

i
#23

I .-.. ..-

r

55-216840 300 1,700 18" X 1080' 10" 2009 E

'w

4 EXHIB IT  MSJ
Page 4 of 40

A. LOCATION OF SAHUARITA WATER COMPANY, LLC ( "COMPANY")

The Company serves the Town of Sahuarita, which is approximately 20 miles south of
downtown Tucson. Figure A-l shows the location of the Company within Pima County and
Figure A-2 shows the approximate 13.6 square~mi1es of certificated area. The service area for
the existing water system is within the approximate 5.3 square-miles of certificated area that is
shown along the eastern edge of Figure A-2.

Background

In December 1995, the Arizona Corporation Commission ("Commission") granted
Interchange Water Company ("IWC") a Certificate of Convenience and Necessity ("CC&N") to
provide water service. in November 1999, the Commission granted approval of the sale of assets
and transfer of the CC&N from IWC to Rancho Sahuarita Water Company, LLC ("RSWC"). In
November 2008, the Commission approved the transfer of the CC&N held by RSWC to the
Company. As a result of all these changes, this is the first rate application by the Company.

B. DESCRIPTION OF WATER SYSTEM
J

The water system was field inspected on November 24, 2009, by Marlin Scott, Ir., Staff
Utilities Engineer, in the accompaniment of Mark Sear ans, President, and Marian Homlak,
Controller, for the Company. The test year operation of the water system consisted of two
producing wells, three storage tanks, three booster stations and a distribution system serving
different pressure zones to approximately 4,670 customers as of December 2008. A detailed
plant facility description follows :

Table 1. Well Data

Notes: (1) Well #1 is a monitoring well for investigating a groundwater sulfate plume per
an agreement with Phelps Dodge Sierrita, Inc.
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Capacity
(Gallons)

Quantity
(Each)

_ - - . ." - .

Location I
E

Booster Station #1 1
l1,200,000 1

! 1,000,000 1 Booster Station #1

350,000 1 Booster Sta.son #2

Totals: 2,550,000 gallons 3

Location Booster Facilities

Booster Station #1 Facilities for 2950 Elevation Zone:
10, 25, 40 & 40 - Hp booster pumps with a
5,000 gallon pressure tank as a surge arrestor.

&
Facilities for 3050 Elevation Zone:

25, 50, 75 & 75 - Hp booster pumps with a
5,000 gallon pressure tank as a surge arrestor.

Booster Station #2 30, 50 & 100 - Hp booster pumps with a
5,000 gallon pressure tank as a surge arrestor.

Diameter Material Length
|

4-inch 4,066 ft.
6-inch 27,560 ft.
8-inch 174,700 ft.
12-inch 64,680 ft.
16-inch 7,973 ft.

Total:
278,979 ft.

or 52.8 miles
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(2) Wells #12, #17, #19, & #20 are wells for monitoring water levels by the
Company.

(3) Well #14 is leased from the Town of Sahuarita.
(4) Well #23 is the Company's requested post-test year plant item.

, 4 .

Table 2. Storage Tanks

Table 3. Booster Stations
I

Table 4. Water Mains



3/4-inch9 449
1- inch

I

106

9

66

1
I

17

2

4,740
I
ITotal :I

1-1/2-inch
2-inch

3-inch Turbine
3-inch Compound

l

SizeL Quantity
I

Standard
_._. n -.

317
|
I
|
L -

>
l

Structures & Treatment Equipment
"1

Well #14: Block fencing, tablet chlorination unit.
|Well #18: Block fencing, tablet chlorination unit.
|

|Well #23: Block fencing, tablet chlorination unit.

Booster Station #1: Block fencing, 400 kW diesel generator

Booster Station #2: Block fencing, 230 kW diesel generator 1

Water Treatment Plant #I and Well #23: 2,000 GPM arsenic treatment system
with a 16,500 gallon backwash tank, tablet chlorination unit and block fencing.
The water treatment plant has a by~pass line that blends the treated water with
untreated water.

|

Pressure Relief Valve #1: 10" PRV with 2" by-pass (installed after test year).
This PRV is for system operation between 2950 Elevation Zone and 2850
Elevation Zone.

4
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Table 5. Customer Meters

Size

5/8 x
I i'

3/4-inch 4,091 ;
I

Quantity

6

Table 6. Fire Hydrants

)

Table 7. Structures & Treatment Equipment
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c. WATER USE

Wafer Sold

. Based on the information provided by the Company, water use for the test year is
presented in Figure C-l. Customer consumption experienced a high monthly average water use
of 358 gallons per day ("GPD") per connection in June and a low monthly average water use of
194 GPD per connection in December for an average annual use of 278 GPD per connection.

Non-Account Water

Non-account water should be 10% or less. The Company reported 476,946,000 gallons
pumped and 458,977,000 gallons sold, resulting in a water loss of 3.8%. This 3.8% is within the
acceptable limits.

System Analysis

Using the Company's 2008 test year data, the Company reported its second highest peak
use month as June with 48,746,000 gallons sold to 4,539 customers, resulting in the highest use
per connection per day for the test year. Based on this data, Staffestimates the peak day demand
to be 0.31 GPM per connection for evaluating well capacity sufficiency. For storage capacity
evaluation, Staff used 358 GPD per connection. Using these factors,Staff determined that:

a. The well capacity totaling 3,250 GPM (=Well #14 at 1,750 + Well #18 at l,500)
could adequately serve approximately 10,480 connections (=3,250 / 0.31).

b. The storage capacity totaling 2,550,000 gallons, minus the fire flow requirement,
could adequately serve up to approximately 6,540 connections ((=2,550,000-
210,000) / 358). If the second well (Well #lb) is included for the storage capacity
requirement, this system could adequately serve approximately 12,570
connections.

c. Looking forward, Figure D-1 shows a growth projection to approximately 7,600
total connections by December 2013.

Based on this analysis, the test year well capacity of 3,250 GPM and storage capacity of
2,550,000 gallons is adequate to serve the present customer base and growth within a five year
period.

D. GROWTH

Figure D-1 depicts the customer growth using linear regression analysis. The number of
customers was obtained from annual reports submitted to the Commission. During the test year
ending December 2008, the Company had approximately 4,670 customers and it is projected that
the Company could have approximately 7,600 customers by December 2013.
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E. ARIZONA DEPARTMENT
COMPLIANCE

OF ENVIRONMENTAL QUALITY ("ADEQ")

Compliance

According to an ADEQ Compliance Status Report, dated September 9, 2009, ADEQ has
determined that the Company's system, Public Water System No. 10-312, is currently delivering
water that meets water quality standards required by 40 CFR 141/Arizona Administrative Code,
Title 18, Chapter 4.

Water Testing Expense

During the test year, the Company was a participant in the ADEQ Monitoring Assistance
Program ("MAP") and reported its water testing expense at $8,750. This reported amount did
not include the monitoring for lead & copper.

Since the Company now serves a population over 10,000, the Company has elected to no
longer participate in MAP. With the Company's assistance, Staff has re-evaluated the water
testing expense and has determined an adjusted average annual water testing expense of $l0,382
as shown in Table E-1. Staff recommends this average annual water testing expense of $10,382
be adopted for this proceeding.

Arsenic

The arsenic concentration level in the Company's source of water fluctuates and at times
the levels exceed the arsenic standard of 10 parts per billion ("ppb"). The Company reported the
current arsenic levels for Well #14 at 6.1 ppb and Well #18 at 9.9 ppb, In Decision No. 70984
(May 5, 2009), the Commission approved a WIFA loan in order for the Company to construct a
centralized arsenic treatment facility ("ATF") with transmission main interconnection with Wells
#14 and #lb. In its rate application, the Company has requested that the cost of this ATF project
be considered for the implementation of an Arsenic Cost Recovery Surcharge Mechanism.

On June 9, 2009, Pima County Department of Environmental Quality ("PCDEQ") issued
a Certificate of Approval to Construct for the construction of a 2,000 gallon per minute ATF and
approximately 1.7 miles of transmission mains. On November 25, 2009, PCDEQ issued the
Certificate of Approval of Construction for this ATF project. Based on these approvals, along
with Staff s field inspection to confirm this ATF operation, Staff concludes that the ATF is
currently used and useful for the provision of service to customers.

F. ARIZONA DEPARTMENT OF W ATER RESOURCES ("ADW R") COMPLIANCE

The Company is located in the Tucson Active Management Area ("AMA"). According
to an ADWR compliance status report, dated February 12, 2010, the Company is in compliance
with its requirements governing water providers and/or community water systems .
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G. ARIZONA CORPORATION COMMISSION (¢gAcc77l COMPLIANCE
E

According to the Utilities Division Compliance database, the Company has no delinquent
ACC compliance items.

H. PLANT NOT USED AND USEFUL _ A

In its application, the Company listed Wells #1 and #17 as out-of-service wells and Wells
#12, #19, and #20 as non-equipped wells. Through its field inspection and Company data
responses, Staff obtained the following additional information:

1. Well #1 is a monitoring well for investigating a groundwater sulfate plume per an
agreement with Phelps Dodge Sierrita, Inc.

2. Well #17 was placed into service in 2004 and was later taken out of service in 2005
due to bacteriological problems.

3.. Wells #12, #19 and #20 are non-production wells and are wells for monitoring water
levels by the Company.

:»

t

Based on above information, Staff considers Well #1 to be used and useful because the
monitoring of this well protects the customers in the delivery of safe water. Staff further
considers Wells #17,' #12, #19 and #20 to be not used and useful because these wells are non-
production wells that do not provide service to customers.

In addition, Staff noted that during its f ield inspection, the Estancia del Corazon
Subdivision, Region 5, Block 29, had plant facilities constructed on site, but no homes. Through
the Company data responses regarding this subdivision, Staff obtained:

1.
2.

Water system maps.
Cost of plant facilities per NARUC account,

a. Account 331 - Mains at $233,539 for approximately 3,940 feet of 12-inch and
1,100 feet of 8-inch mains.

b. Account 333 - Services at $30,159 for 89 single services.
c. Account 335 - Hydrants at $15,673 for 11 fire hydrants.
d. Total cost: $279,371

After Staffs review and evaluation of the submitted data, Staff considers the 3,940 feet
of 12-inch main to be used and useful because this 12-inch main is a transmission main that
loops a portion of the water system. Staff iiirther considers the 1,100 feet of 8-inch main, the 89
single services and the l l fire hydrants to be not used and useful because these plant items do not
provide service to customers.

As a result of the review and evaluation of the above data, a summary of the plant items
that are not considered used and useful is as follows :



Acct.
K No.

307

I
4

i|l
a
I

331

333
|

\

335

|

Plant Items

Year
Place
Into

Servlce

Year
Taken
Out of
SeWice

!
I

Original
Cost

Wells & Springs
Well #12 -. this non-producing well was

recorded in the plant-in-service in 2003 .
Well #17 .-. 24" X 1053' with 300-Hp pump
Well #19 .. not recorded.
Well #20 - this non-producing well was

recorded in the plant-in-service in 2005.

Transmission & Distribution Mains
Estancia De Corazon Subdivision, Block

29, 8-inch PVC at 1,100 feet.

Services
Estancia dh Corazon Subdivision, 89 each

Hydrants
Estancia dh Corazon Subdivision, 11 each

2004

2007

2007

2007

2005

Subtotal:

>

I

ri$56,610
I

I
1

4

i
I

$194,773
$0

$100
R

$251,483

l

|
|$30,250
i

E
|$30,159

|

$15,673
'

Total: $327,565

4
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Table H-l . Plant Not Used and Useful

Therefore, Staff recommends the removal of Wells #12, #17, #19, #20 and those
identified plant items related to the Estancia del Corazon Subdivision, totaling to $327,565, from
the plant-in-service because these plant items are not used and useful.

1. POST-TEST YEAR PLANT

In its application, the Company requested a post-test year ("PTY") plant adjustment in
the amount of $1,844,270 for a new Well #23. Through Company data responses, the Company
provided the following:

1.
2.

The Company provided an updated and final cost totaling $1 ,779,243 .
On May ll, 2009, PCDEQ issued a Certificate of Approval to Construct. for the
construction of the new Well #23 .

3. On November 24, 2009, PCDEQ issued the Certificate of Approval of Construction
for the new well.
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Also in its application, the Company stated that it believes the new Well #23 would meet
the criteria for inclusion of PTY plant in rate base because, (i) the well was necessary to provide
service to customers at the end of the test year, and (ii) the well is a revenue neutral project.

. As shown in Staffs system analysis in Section C above, the test year well and storage
capacities were adequate to serve the customer base and growth within a. Ive year period. For
this reason, Staff concludes that the requested PTY plant -- Well #23 is not needed at this time
and recommends that the requested Well #23 not be considered for inclusion in rate base.

J. DEPRECIATION RATES

In this proceeding, the Company has adopted Staffs typical and customary depreciation
rates. In addition, Staff is providing a specific depreciation rate for the arsenic treatment media
under Account No. 3203. These rates are presented in Table J-1 and it is recommended that the
Company use these depreciation rates by individual National Association of Regulatory Utility
Commissioners category.

K. SERVICE LINE AND METER INSTALLATION CHARGES 1

r
J

The Company proposed changes to its service line and meter installation charges. The
Company's proposed charges are similar to Staffs updated customary installation charges.
Since the Company may at times install meters on existing service lines, it would be appropriate
for some customers to only be charged for the meter installation. Therefore, Staff recommends
approval of the proposed charges as shown in Table K-l, with separate installation charges for
the service line and meter installations .

L. CURTAILMENT PLAN TARIFF

The Company has an approved curtailment tariff with an effective date of December 19,
2002.

M. BACKFLOW PREVENTION TARIFF

The Company has an approved backflow prevention tariff with an effective date of
November 1, 2002.

n. ADWR BEST MANAGEMENT PRACTICE TARIFFS

Introduction

In 2008, ADWR added a new regulatory program for the ADWR Third Management
Plan for AMAs. The new program, called Modified Non-Per Capita Conservation Program
("Modified NPCCP"), addresses large municipal water providers (cities, towns and private water
companies serving more than 250 acre-feet per year) and was developed in conjunction with
stakeholders from all AMAs. Participation in the program is required for all large municipal
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water providers that do not have a Designation of Assured Water Supply and that are not
regulated as a large untreated water provider or an institutional provider.

The Modified NPCCP is a performance-based program that requires participating
Providers to implement water conservation measures that result in water use efficiency in their
service areas. A water provider regulated under the program must implement a required Public
Education Program and choose one or more additional Best Management Practices ("BMPs")
based on its size, as defined by its total number of water service connections. The provider must
select the additional BMPs from the list included in the Modified NPCCP Program. The BMPs
are a mix of technical, policy, and information efforts.

Although the implementation of the Modified NPCCP is required by large municipal
water providers within an AMA, the Commission has adopted this Modified NPCCP to be
implemented by Commission regulated water companies.

ACC Compliance

In Decision No. 70620 (November 19, 2008) regarding the Cornpaiay's application for
extension of its CC&N, the Commission issued the following Finding of Fact No. 33 and the
Fifth Ordering Paragraph as follows: -

"33, Since SWC is located in the Tucson Active Management Area, it will be required
ro comply with conservation goals and management practices of the Arizona Department
of Water Resources ("ADWR "). We would like SWC, and SWC Nas agreed to go beyond
those requirements; therefore, we will require SWC to implement, by December 31, 2009,
as least five additional Best Management practices ("BMPs") (as outlined in ADWR 's

Modified Non-Per Capita Conservation Program) than would be required for a water

company of its customer size. This would require SWC to implement six BMPs by

December 31, 2009, ten BMPs once it serves 5, 00] to 30, 000 connections, and ff'een

BMPs once it serves over 30,000 connections. "

"IT IS FURTHER ORDERED that Sahuarita Water Company, L.L.C., shall implement by
December 31, 2009, at least fee more Best Management Practices (as outlined in
AD WR 's Mody'ied Non-Per Capita Conservation Program) than would be required for a
water company of its customer size and submit those Best Management Practices to

Docket Control within thirty days of implementation (i.e., the first six Best Management

Practices would need to be submitted by January 30, 2010). "

During the third quarter of 2009, the Company service connections exceeded 5,000. Per
the Commission order, the Company must therefore implement 10 BMPs (plus the required
public education requirement) by December 31, 2009. Cn December 9, 2009, the Company filed
the BMPs with Docket Control.
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Review and Approval ofBMPs

Since the filing of the BMPs by the Company, Staff and the Company have been working
together to finalize the BMPs. At this time, the BMPs have not been finalized. However, Staff
will be providing DRAFT copies of the BMPs as Attachment - ADWR Best Management
Practice Tariffs and will provide an updated Staff review and recommendation in its surrebuttal
testimony due on June 16, 2010.

)
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Figure A-1. Pima County Map
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L
i Monitoring

(Test per 3 years, unless noted)|

i

Cost per
Sample

No. of
Samples

Cost per
Monitor ing

Total
Cost

Annual
Cost

1. Total Coliform - monthly

| Inorganics - Priority Pollutants

J Radiochemical - per 6 years

$14 15 $210 $2,520 $2,520

$113 1 $113 $113 $38

| Gross Alpha $77 1 $77 $77

$176

$13

$29

$135 $23

$14 $14

Radium 226 & Radium 228 $176 1
..-- -*--"m - -n

|
| Uranium $135 1

$176

$135

3414

1

. --..-....._._--ng.
Phase II andV:

Nitrate - annualP
'I

Nitrite - per 9 years

Asbestos - per 9 years

Inorganics -Ba, CN,FI

$14 1

$14 .1 $14
)

$14

$149 l $149 $149

$48 1 $48 $48

$2

$17

$16

$53

$30

VOC'sm $158 1 $158 $158
|

Pesticides/PCB's/Unreg./SOC's:

EDB & DBCP - per 9 years $135 2 $270 $270
Group l alachlor, etc. - per 9 years W/ Group 4

Group 2 - aldin, etc. - per 9 years $122 2 $243 $243 $27
Group 3 - 2,4 - D, etc. - per 9 years $162 2 $324 $324 $36
Group 4 - Benzo., etc. - per 9 years $297 2 $594 $594 $66
Group 5 - aldicarb, etc. - per 9 years $194 2 $387 $387 $43

Glyphosate per 9 years $171 2

2

$342 $342 $38
Endothall - per 9 years $194 $387 $387 $43

Diquat - per 9 years $171 2 $342 $342 $38
Dioxin - per 9 years $446 2

30

$891 $891 $99

$230Lead & Copper - per 3 years $23 $690 $690
TTHM - Quarterly $100 7 $700 $2,800 $2,800
HAA5s - Quarterly S MB 7 $977 $3,906 $3,906

-uu

Others
h»m - . * -»~. .»»--" ». ¢- 4- - - nnn

Arsenic - Quarterly

--».~ » - » » m " »- * - .

TOTALS
H.. .  - . . . . ._ . - . . . . ,  - . - -_

;
$38 2 $76 $304

$10,382

$304 J
I
I

~~@

|$14,881



NARUC
Acct. No.

i
I

Depreciable Plant
Proposed
RateS (%)

304 Structures & Improvements 3.33

305 Collecting & Impounding Reservoirs I2.50

306 Lake, River, Canal Intakes 2.50

307 Wells & Sprigs 3.33

308 Infiltration Galleries 6.67 v

309 Raw Water Supply Mains 2.00 1
!

310 Power Generation Equipment !i5.00

311 Pumping Equipment 12.5 1

320 Water Treatment Equipment

320.1 Water Treatment Plants I3.33
>

320.2 Solution Chemical Feeders !20.0

320.3 Media for Arsenic Treatment 67.0

330 Distribution Reservoirs & Standpipes

330.1 Storage Tanks 2.22

330.2 Pressure Tanks 5.00

331 Transmission & Distribution Mains 2.00

333 Services 3.33
r

334 Meters 8.33

335 Hydrants 2.00

336 Backflow Prevention Devices 6.67

339 Other Plant & Misc Equipment 6.67

340 Office Furniture & Equipment 6.67

340.1 Computers & Software 20.00

341 Transportation Eqlupment 20,00

342 Stores Equipment 4.00

343 Tools, Shop 8: Garage Equipment 5.00

344 Laboratory Equipment 10.00

345 Power Operated Equipment 5.00

346 Communication Equipment 10.00

347 Miscellaneous Equipment 10.00

348
Other Tangible Plant .- Well exploration, master

plan & water rights 10.00

4
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Table J-1. Depreciation Rates 1



Meter Size
Current
Total

Charges

I I

Proposed
Meter
Charges

Proposed
Total

:Charges

Proposed
Service Line

ChargesI
1

-¢ - ¢ -._ -q

E
I

I-
5/8 x 3/4"

3/4"
p 4 1 an *-4_nn

"

¢_- ¢¢¢» .»*-nm.-»-L--

1-1/2"
- - » ¢ - pq.- ¢» »¢_ ¢¢-| - ¢ -|

I Turbine

V
2" Compound

3" Turbine

_ -

| 3 > a

V"" -.........--....
43 s

Compound

Turbine

4" Compound

6" Turbine

l-rn no.
6" Compound

- - _ _ _-_ -- _ q-- -.-¢ .-_-»q»|-¢-- ---.

"

$317.50

$352.50

$402.50

$597.50

$997.50
$1,487.50
$1,377.50
$1,927.50
$2,207.50
$2,822.50
$4,217.50
$5,497.50

NT
NT

NT

$445

-- $445 -
$495
$550 --

l $830
$830

...- $1,045 -
$1,165
$1,490
$1,670
$2,210
$2,330

| At Cost

I At Cost

i"_T»2§8§4¥1;

$155

$255

$315

$525

_ $i0l§-
$1,890

$1,670

$2,545

$2,670

$3,645

$5,025

$6,920

At Cost

At Cost

At Cost

i

I

i

1

$600

_ $700

$810

$1,075

$1,875

$2,720

$2,715

$3,710

$4,160

$5,315

$7,235

$9,250

At Cost

At Cost

At Cost

s
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Table K-1. Service Line and Meter Installation Charges
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Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

Public Education Proqram Tariff

PURPOSE

A program for the Company to provide free written information on water conservation
measures to its customers and to remind them of the importance of conserving water
(Required Public Education Program).

REQUIREMENTS

The requirements of this tariff are governed by Rules of the Arizona Corporation
Commission and were adapted from the Arizona Department of 'Water Resources'
Required Public Education Program and Best Management Practices in the Modified
Non-Per Capita Conservation Program.

1. The Company shall provide two newsletters to each customer, one to be
provided in the spring, the other in the fall. The goal of the letters is to
provide timely information to customers in preparation of the hot summer
months, and the cold winter months, in regards to their water uses; The
Company shall remind customers of the importance of water conservation
measures and inform thereof the information available from the Company.

2. Information in the newsletters shal l  include water saving tips, home
preparation recommendations for water systems/pipes, landscape watering
maintenance issues for summer and winter, water cistern maintenance
reminders and additional pertinent topics. Where practical, the Company
shall make this information available in digital format which can be e-mailed
to customers upon request or posted on the Company's website.

3. Communication channels shall include one or more of the following: water bill
inserts, messages on water bills, Company web page, post cards, e-mails and
special mailings of print pieces, whichever is the most cost-effective and
appropriate for the subject at hand.

4. Free written water conservation materials shall be available in the Company's
business office and the Company shall send information to customers on
request.
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Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

5. The Company may_ distribute water conservation information at other
locations such aS libraries, chambers of commerce, community events, etc.,
as well.

6. The Company shaft keep a record of the following information and make it
available to the Commission upon request.

b.

c.

a. A description of each communication channel (i.e., the way messages
will be provided) and the number of times it has been used.
The number of customers reached (or an estimate).
A description of the written water conservation material provided free
to customers.

.\

J
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Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

Youth Conservation Education Proqram Tariff- BMP 2.2

PURPOSE

A program for the Company to promote water conservation by increasing students'
understanding of water resources and the need to conserve (Modified Non-Per Capita
Conservation Program BMP Category 2: Conservation Education and Training 2.2: Youth
Conservation Education Program).

REOUIREMENTS

The requirements of this tariff are governed by Rules of the Arizona Corporation
Commission and were adapted from the Arizona Department of Water Resources'
Required Public Education Program and Best Management Practices in the Modified
Non-Per Capita Conservation Program.

1. The Company or designated representative shall work with schools in its
service area to increase students' understanding of water resources and to
promote water conservation.

2. The Company shall provide a combination of instructional assistance,
education materials, teacher education, classroom presentations, and field
trips to water related facilities.

3. The Company shall provide the following teacher resources.
a. Offer Project WEV (Water Education for Teachers) workshops to

teachers twice yearly
b. Provide free resource materials and information upon request
c. Provide in-classroom presentations upon request.

4. The Company shall make available free water conservation workbooks for
elementary school students.

5. The Company shall keep a record of the following information and make it
available upon request.

a.  A description of the youth conservation education
implemented.

bi. The number of students reached (or an estimate).

process

Revised 3-29-10
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Company: Sahuarita Water Company, LLC Decision No.:
I

Phone: Effective Date:

c. A description of the written water conservation material provided free
to students.

d. Costs of the Youth Conservation Education Program implementation.

1

Revised 3-29-10
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Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

Xeriscape Demonstration Garden Tariff - BMP 2.4

PURPOSE

A program for the Company to install and maintain a water efficient demonstration
garden for the purpose of educating its customer base on low water-use landscaping
(Modified Non-Per Capita Conservation Program BMP Category 2: Conservation
Education and Training 2.4: Xeriscape Demonstration Garden).

REOUIREMENTS

The requirements of this tariff are governed by Rules of the Arizona Corporation
Commission and were adapted from the Arizona Department of Water Resources'
Required Public Education Program and Best Management Practices in the Modified
Non-per Capita Conservation Program.

1. The Company shall design, construct and maintain a demonstration garden
that shall include a large variety of low water use and native plants, shrubs
and shade trees.

2. The demonstration garden shall include a walkway throughout the site and
include interpretive Signage and literature about low water use plants and
water efficient landscape techniques.

3. The demonstration garden shall be open, free of charge, to the public during
normal business hours and the Saturday of each month.

4. Maps providing driving directions to the demonstration garden shall be
available at the Company office, on the Company web-site, and shall be
provided to each new customer upon establishment of service.

5. The Company shall work with the schools, including the universities, to
continually upgrade the site with additional technologies and techniques.

Revised 3-25-10
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Company: Sahuarita Water Company, LLC Decision No.:
\

Phone: Effective Date:

Customer Hiqh.water Use Inquiry Resolution Tariff - BMP 3.6

PURPOSE

A program for the Company to assist its customers with their high water-use inquiries
and complaints (Modified Non-Per Capita Conservation Program BMP Category 3:
Outreach Services 3.6: Customer High Water Use Inquiry Resolution).

REQUIREMENTS

The requirements of this tariff are governed by Rules of the Arizona Corporation
Commission and were adapted from the Arizona Department of Water Resources'
Required Public Education Program and Best Management Practices in the Modified
Non-Per Capita Conservation Program.

1. The Company shall handle high water use inquiries as calls are received.

2. Calls shall be taken by a customer service representative who has been
trained on typical causes of high water consumption as well as leak detection
procedures that customers can perform themselves.

3. Upon request by the customer or when the Company determines i t is
warranted, a trained Field Technician shall be sent to the customer's
residence to conduct a leak detection inspection and further assist the
customer with water conservation measures.

4. The Company shall follow up in some way on every customer inquiry or
complaint and keep a record of inquiries and follow-up activities.

Revised 3-25-10
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Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

Customer Hiqh Water Use Notification Tariff BMP 3.7

PURPOSE

A program for the Company to monitor and notify customers when water use seems to
be abnormally high and provide information that could benefit those customers and
promote water conservation (Modified Non-Per Capita Conservation Program BMP
Category 3: Outreach Services Program 3.7: Customer High Water Use Notification).

REOUIREMENTS
I
J

The requirements of this tariff are governed by Rules of the Arizona Corporation
Commission and were adapted from the Arizona Department of Water Resources'
Required Public Education Program and Best Management Practices in the modeled
Non-Per Capita Conservation Program.

1. The Company shall track water usage for each customer and notify the
customer if water use seems excessive for that particular billing for that time
of the year.

2. The Company shall identify customers with high consumption and investigate
each instance to determine the possible cause.

3. The Company shall contact the high water use customers via telephone,
email, by mail or in person. The Company shall contact the customer as soon
as practical in order to minimize the possible loss of water. The customer will
not be required to do anything to receive this notification.

4. In the notification the Company shall explain some of the most common
water usage problems and common solutions and points of contact for
dealing with the issues.

5. In the notification, the customer will be reminded of at least the following
water-saving precautions:

a. Check for leaks, running toilets, or valves or flappers that need to be
replaced.

Revised 3-26-10
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Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

b. Check landscape watering system valves periodically. for leaks and
keep sprinkler heads in good shape.

c. Adjust sprinklers so only the vegetation is watered and not the house,
sidewalk, or street, etc.

d. Continue water conservation efforts with any pools such as installing
covers on pools and spas and checking for leaks around pumps.

6. In the noti fication, the customer wil l  also be reminded of at least the
following ordinary life events that can cause a spike in water usage:

a.
b.
c.
d.

More people in the home than usual taking baths and showers.
Doing more loads of laundry than usual. ;
Doing a landscape project or starting a new lawn.
Washing vehicles more often than usual.

7. The Company shall provide water conservation information that could benefit
the customer, such as, but not limited to, audit programs, publications, and
rebate programs.

8. The Company shall assist the customer in a self-water audit and assist the
customer in determining what might be causing the high water usage as well
as supply customer with information regarding water conservation and
landscape watering guidelines. As part of the water audit the Company shall
confirm the accuracy of the customer meter if requested to do so by the
customer (applicable meter testing fees shall apply).

9. The type of notification, the timing of the notification (i.e., how long after
high water use was discovered by the Company), and the criteria used for
determining which customers are notified shall be recorded and made
available to the Commission upon request.

Revised 3-26-10
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Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

Water Waste Investigations and Information Tariff - BMP 3.8

PURPOSE

A program for the Company to assist customers with water waste complaints and
provide customers with information designed to improve water use efficiency (Modified
Non-Per Capita Conservation Program BMP Category 3: Outreach Services 3.8: Water
Waste Investigations and Information).

REO u I RE M ENTS
l

The requirements of this tariff are governed by Rules of the Arizona Corporation
Commission specifically R14-2-403 and R14-2-410 and were adapted from the Arizona
Department of Water Resources' Required Public Education Program and Best
Management Practices in the Modified Non-per Capita Conservation Program.

1. The Company shall handle water waste complaints as calls are received.

2. Calls shall be taken by a customer service representative who has been trained
to determine the type of water waste and to determine if it may be attributed to
a leak or broken water line.

3. The Company shaH fo\\ow up on every water waste complaint.

4. Upon request by the customer or when the Company determines it is warranted,
a trained Field Technician shall be sent to investigate further and notify the
responsible party of the waste and offer assistance and information to prevent
waste in the future.

5. A letter of enforcement will be issued to customers with water running beyond
the curb and/or off the customers properly due to such things as, but not limited
to, backwashing of pools, broken sprinkler heads, and over watering of lawns
beyond the saturation point.

6. The same procedures outlined above in item #4 will be followed in the event of a
second violation. Termination of service may result in the event of the third
violation within a 12 month period. In the event of a third violation the
customer's service may be terminated per Arizona Administrative Code R14-2-

Revised: 3-30-10
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Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

410C, R14-2-410D and R14-234105 (applicable service

apply).
:reconnection fees shall

7. The Company shall record each account and each instance noted for water
waste, the action taken and any follow-up activities.

8. Subject to the provisions of this tari ff, compliance with the water waste
restriction will be a condition of service.

9. The Company shall provide to its customers a complete copy of this tariff and all
attachments upon request for service. The customer shall abide by the water
waste restriction. n

10.If a customer believes he/she has been disconnected in error, the customer may
contact the Commission's Consumer Services Section at 1-800-222-7000 to
initiate an investigation.

Revised: 3-30-10
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Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

Meter Repair andlor Replacement Tariff -"BMP 4.2

PURPOSE

A program for the Company to systematically assess all in-service water meters
(including Company production meters) in its water service area to identify under-
registering meters and to repair or replace them (Modified Non-Per Capita Conservation
Program Best Management Practice Category 4: Physical System Evaluation and
Improvement 4.2 Meter Repair and/or Replacement Program).

REQUIREMENTS
a
J

The requirements of this tariff are governed by Rules of the Arizona Corporation
Commission and were adapted from the Arizona Department of Water Resources'
Required Public Education Program and Best Management Practices in the Modified
Non-per Capita Conservation Program.

1. On a systematic basis, the Company will inspect 100 percent of its 1-inch and
smaller in-service water meters at least once every ten years for one of the
following reasons:

a. A meter reading complaint is filed with the Company by a customer or
Arizona Corporation Commission Staff,

b. A meter has registered 1,000,000 gallons of usage, or
c. A meter has been in service for ten years.

4

2. Meters larger than 1-inch shall be inspected for one of the following reasons:
a. A meter reading complaint is filed with the Company by a customer or

Arizona Corporation Commission Staff,
b. A meter has been in service for five years.

3. The inspection will be accomplished by having the meter pulled and having a
Company Technician physically inspect each meter and its fittings for leaks,
registers which may have become loose or are not properly attached to the
meter and could be under-registering or other broken parts which need
repair. In addition, meters shall be randomly selected for flow testing to
identify potentially under-registering meters.

Revised 3-18-10
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COmpany: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

4. The Company shall also replace or reprogram all water meters that measure
consumption in 1000 gallon increments such that they shall  measure
consumption in 1 gallon increments.

x
:

Revised 3-18-10
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Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date :

Low Water Use Landscapinq Requirements Tariff for Residential,
Multi-family, Non-residential, andlor Common Areas - BMP 5.1

PURPOSE

A program for the Company to reduce water use within its service area and/or increase
water use efficiency by limiting or reducing water used for specific purposes (Modified
Non-Per Capita Conservation Program BMP Category 5: Ordinances/Conditions of
Serviceffariffs 5.1: Low Water Use Landscaping Requirements for Residential, Multi-
family, Non-residential, and/or Common Areas). 3

REOUIREMENTS:

The requirements of this tariff are governed by Rules of the Arizona Corporation
Commission, specifically A.A.C. R14-2-403 and R14-2-410 and were adapted from the
Arizona Department of Water Resources' Required Public Education Program and Best
Management Practices in the Modified Non-Per Capita Conservation Program.

1. The following landscape restrictions will be required in order for a customer
to receive water service from the Company on or after the effective date of
this tariff:

All Residential Customers an

a. All front yards shall be landscaped with xeriscape (low water use)
materials. A list of low water use landscaping materials is available
from the Company upon request. No turf of any kind that requires
watering shall be allowed in front yards.

b. Turf in back yards shall be limited to no more than fifty percent (50%)
of the total backyard area.
No home shall be equipped with a swimming pool, Jacuzzi, or other
water-use intensive feature (e.g., fountain, fish pond, etc.).

c.

All Non-Residential Customers

a. All landscape shall be accomplished with xeriscape (low water use)
materials. A list of low water use landscaping materials is available
from the Company upon. request. No turf of any kind that requires

Revised 3-18-10
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Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

watering shall be allowed._ This requirement *Shall not apply to
community parks that are watered with effluent.

b. No swimming pools (except for community swimming pools and
Jacuzzi) or other water-use intensive features (e.g., fountain, fish
pond, etc.) shall be allowed.

2. Subject to the provisions of this tariff, the installation of the landscape
restrictions will be a condition of service.

3. The Company shall provide to its customers a complete copy of this tariff and
all attachments upon request for service. The customer shall follow and
abide by these landscape restrictions. W

4. If after a customer has been connected to the Company water system, the
Company discovers that the customer has installed turf or water-use intensive
features contrary to the above requirements, the Company shall notify (in
writing) the customer of such violation and provide the customer with the
appropriate educational materials informing the customer of some possibilities
of how to correct the problem. The customer shall be allowed sixty (60) days
to come into compliance with the above requirements. If after sixty (60)
days the customer is not in compliance with the above requirements, the
customer's service may be terminated per Arizona Administrative Code R14-2-
410C, R14-2-410D and R14-2-410E.

5. If a customer believes he/she has been disconnected in error, the customer
may contact the Commission's Consumer Services Section at 1-800-222-7000
to initiate an investigation.

Revised 3-18-10



w

vs EXHIBIT MSJ
Page 36 of 40

Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

Water Use Plan For New Non-Residential Users Tariff - BMP 5.13

PURPOSE

A program for the Company to require all new commercial, industrial, and institutional
users who have annual projected water use of ten acre-feet or more per year to submit
a water use plan that identifies all water uses anticipated by the user, and the water
efficiency measures associated with the uses (Modified Non-Per Capita Conservation
Program BMP Category 5: Ordinances/Conditions of Service/Tariffs 5.13: Requiring a
Water Use Plan).

s
z

REOUIREMENTS:

The requirements of this tariff are governed by Rules of the Arizona Corporation
Commission, specifically A.A.C. R14-2-403 and R14-2-410 and were adapted from the
Arizona Department of Water Resources' Required Public Education Program and Best
Management Practices in the Modified Non-Per Capita Conservation Program.

1. Subject to the provisions of this tariff, as a condition of service all new
commercial, industrial and institutional users with a projected annual water
use requirement of five acre-feet (1,629,250 gallons) or more per year, will
be required to submit a water use plan which identifies all water uses
anticipated by the user and the water efficiency measures associated with the
uses.

2. The water use plan submitted by users must include at least three of the
following measures:

a.
b.
C.

d.

e.

f.

Statement of water efficiency policy
Water Conservation education/training for employees
Identification of on-site recycling and re-use strategies
Total cooling capacity and operating Total Dissolved Solids or
conductivity for cooling towers
Identification of best available technologies used for process, cooling
and domestic water uses
Landscape watering system distribution uniformity and landscape
water budget

Revised 3-18-10
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Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

g. Total annual water budget for the facility 4

3. The Company shall provide to all new commercial, industrial, and institutional
customers a complete copy of this tariff and all attachments upon request for
service. The customer shall follow and abide by this tariff.

4. If after a customer has been connected to the Company water system, the
Company discovers that the customer has, for example, installed turf or
water-use intensive features contrary to its water use plan, the Company
shall notify (in writing) the customer of such violation and provide the
customer with the appropriate educational materials informing the customer
of some possibilities of how to correct the problem. The customer shall be
al lowed sixty (60) days to come into compliance with his or her plan
requirements. If after sixty (60) days the customer is not in compliance with
his or her plan requirements, the customer's service may be terminated per
Arizona Administrative Code R14-2-410C, R14-2-410D and R14-2-410E.

5. If a customer believes he/she has been disconnected in error, the customer
may contact the Commission's Consumer Services Section at 1-800-222-7000
to initiate an investigation.

Revised 3-18-10
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Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

Larqe Landscape Conservation Proqram Tariff - BMP 6.12

PURPOSE

A program for the Company to promote water conservation measures by providing non-
residential customers with support and incentives to improve their landscape water use
efficiency (Modified Non-Per Capita Conservation Program BMP Category 6:
Rebates/Incentives 6.12: Large Landscape Conservation Program).

REQUIREMENTS:

The requirements of this tariff are governed by Rules of the Arizona Corporation
Commission and were adapted from the Arizona Department of Water Resources'
Required Public Education Program and Best Management Practices in the Modified
Non-Per Capita Conservation Program.

1. As an incentive to reduce water use for its non-residential customers with
landscape watering needs, the Company shall work with the customer or the
customer's contracted landscape company to collect and analyze up to 3
years of historical information for their meters, analyze past consumption
patterns and compare meter size with consumption rates that might suggest
meter over-sizing or meter/valve/backflow malfunctions. This analysis shall
be presented in both raw data and graphically with recommendations for
potential meter resizing and identification of high consumption situations and
potential malfunctions of landscape watering equipment.

2. No less frequently than every three years, or upon customer request, the
Company shall provide its non-residential customers with landscape watering
needs, a historical consumption analysis study as described above in item #1
for their respective landscape watering meters within the Company's service
area.

3. Company service shall be offered using an inverted block rate structure.

4. Upon customer request, the Company shall provide:

5. On-site consultations on low water use landscaping and efficient watering
practices.

Revised: 4-7-10



A

I
EXHIBIT MSJ

Page 39 of40

Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

6. A summary of water saving options and a month-by-mOnth outdoor water
budget

3

Revised: 4-7-10
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Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

Pilotinq a New Initiative, Project or Proqram Ta'l'iff - BMP 7.8

PURPOSE

A program for the Company to conduct a new initiative, project or program in its water
service area using state of the art water conservation technologies and techniques
(Modified Non-Per Capita Conservation Program BMP Category 7: Research/Innovation
Program 7.8: Piloting a New Initiative, Project or Program).

REQUIREMENTS:
)
II

The requirements of this tariff are governed by Rules of the Arizona Corporation
Commission ("Commission") and were adapted from the Arizona Department of Water
Resources' Required Public Education Program and Best Management Practices in the
Modified Non-Per Capita Conservation Program.

1. Prior to implementing a new project or program the Company shall file a
detailed explanation with the Commission describing how the program would
work, the possible results and expected costs.

2. At minimum, one new project or program shall be proposed each calendar
year for Commission approval.

3. If a project or program is approved by the Commission, the Company shall
document that project or program by filing a report each March covering the
activities of the prior calendar year. The report shall include at least the
following information:

a.
b.
c.

Description of the process to implement,
Costs of implementation, and
Conservation results.

4. If necessary, the Commission may request additional information.

Revised: 4-7-10
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SURREBUTTAL SUMMARY
SAHUARITA WATER COMPANY, LLC

DOCKET no. W-03718A-09-0359

CONCLUSIONS

A. Staff continues to conclude that Well No. 23 is not needed and not "used and useful" in
the proceeding.

B. Staff continues to recommend a depreciation rate of 67.0% for the arsenic treatment
media under Account No. 320.3 .-. Water Treatment Equipment-Media for Arsenic
Treatment.

C. Staff recommends approval of the Arizona Corporation Commission/Arizona Department
of Water Resources ("ADWR") Best Management Practice ("BMP") Tariffs with the
exception of BMP 7.8. This BMP shall only become effective if and when it is approved
by ADWR. If BMP 7.8 is not approved by ADWR by July 1, 201 1, Sahuarita Water
Company shall submit a replacement BMP for Commission consideration.



x Surrebuttal Testimony of Marlin Scott, Jr.
Docket No. W-03718A-09-0359
Page l

1 INTRODUCTION

2 Q- Please state your name, place of employment and job title.

3 A.

4

5

My name is Marlin Scott, Jr. My place of employment is the Arizona Corporation

Commission ("ACC" or "Commission"), Utilities Division, 1200 West Washington Street,

Phoenix, Arizona 85007. My job title is Utilities Engineer.

6

7 Q-

8

Are you the same Marlin Scott, Jr. who submitted Direct Testimony on behalf of the

Utilities Division?

9 A. Yes. l
n

10

11 Q- What was the purpose of that testimony?

12 A.

13

My Direct Testimony provided the Utilities Division Staff' s ("Staff") engineering

evaluation of Sahuarita Water Company, LLC ("Company") for this proceeding.

14

15 Q. What is the purpose of your Surrebuttal Testimony?

16 A,

17

18

19

To provide Staff' s response to the Company's Rebuttal Testimony on two issues, 1) Well

No. 23, and 2) arsenic treatment .- media. Staff will also provide an update of the

review/approval process of the Company's submittal of the ACC/Arizona Department of

Water Resources ("ADWR") Best Management Practice ("BMP") Tariffs .

20

21 WELL NO. 23

22 Q. Have you reviewed the rebuttal testimony of Mark F. Taylor regarding Well No. 23?

23 A. Yes.

24
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1 Q-

2 A.

3

4

What was Mr. Taylor's conclusion regarding Well No. 23?

Mr. Taylor did not agree with Staff's conclusion that Well No. 23 is not needed for the

Company's water system. Mr. Taylor stated that Well ills. 23 is needed for well

redundancy and concluded that because Well No. 23 provides the necessary redundancy

for the Company's water system, the well is "used and useful".5

6

Q- Does Staff agree with Mr. Taylor's conclusion that Well No. 23 provides for the

necessary redundancy for the water system?

7

8

9

10

11

A. Staff agrees that Well No. 23 provides redundancy to the system, however, it provides

unnecessary or excess redundancy. Well No. 23 is not needed for this system according to

Staffs system capacity analysis as shown on page 7 of 40 of Staff s Direct Testimony.

Q- Could you explain why Well No. 23 is not needed?

A. With reference to the System Analysis on page 7 of 40 that uses the well and storage

capacity factors of 0.31 gallon per minute ("GPM") per conNection and 358 gallons per

day ("GPD") per connection, respectively, Staff determined that:

a. For informational purpose, the 2008 test year customer base was approximately

4,670 connections.

12

13

14

15

16

17

18

19

20

21

22

23

24

b. The well capacity totaling 3,250 GPM (=Well No. 14 at 1,750 + Well No. 18 at

l,500) could adequately serve approximately 10,480 connections (=3,250 / 0.31).

Well No. 14 at 1,750 GPM alone could serve 5,645 connections, while Well No.

18 at 1,500 GPM alone could serve approximately 4,835 connections.

25

4
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1 c.

2

3

4

The storage capacity totaling 2,550,000 gallons, minus the fire flow requirement,

could adequately serve up to approximately 6,540 connections ((=2,550,000-

210,000) / 358). If the second well (Well No. 18 at 1,500 GPM) is included for the

storage capacity requirement, this system could adequately serve approximately

12,570 connections.5

6

7 d. Looking forward, Figure D-1 shows a growth projection to approximately 8,000

total connections by December 2013. (Staff is correcting from 7,600 to 8,000 total

connections.)

8

9

10

1
I

11 Based on this analysis, the test year well capacity of 3,250 GPM and storage capacity of

2,550,000 gallons is adequate to serve the present customer base and growth within a five

year period.

Q- Did Mr. Taylor provide any comments to Staff's calculation as presented in the

System Analysis section of Staffs Direct Testimony?

A. No.

Q. Did Mr. Taylor provide any system calculation to support his conclusion?

12

13

14

15

16

17

18

19

20

21

22

A. No.

Q- Does Staff agree with Mr. Taylor's conclusion that Well No. 23 is "used and useful"?

23

24

A. No.
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1 Q. Could you explain why Well No. 23 is not used and useful in this proceeding?

2 A.

3

4

Yes. The Well No. 23 is a post-test year ("PTY") plant item. In its application, the

Company stated that it believes the new Well NG. 23 would Meet the criteria for inclusion

of PTY plant in rate base because, (i) the well was necessary to provide service to

5

6

customers at the end of the test year, and (ii) the well is a revenue neutral project. As can

be seen from Staffs analysis above, this is not the case.

7

8 ARSENIC TREATMENT - MEDIA

9 Q-

10

Have you reviewed the Rebuttal Testimony of Thomas J. Bourassa regarding the

arsenic treatment media and its depreciation rate? ,

11 A. Yes.

12

13 Q- What was Mr. Bourassa's conclusion regarding this arsenic media?

14 A.

15

Since Staff is recommending a plant-in-service increase adjustment for the arsenic

treatment facilities, Mr. Bourassa has reclassified the arsenic media and its depreciation

16 rate from Account No. 320.1 Water Treatment Plant to Account No. 348.1 Other

17 Tangible Plant .- Arsenic Media with a depreciation rate of 67.0 percent.

18

19 Q. Does Staff agree with Mr. Bourassa's depreciation rate and reclassification of the

arsenic media?20

21 A. Staff agrees with the depreciation rate of 67.0 percent, but does not agree with the

reclassification into Account No. 348.1. Staff believes the arsenic media should be under22

23

24

25

Account No. 320.3 .- Water Treatment Equipment .- Media for Arsenic Treatment as

shown in Table J-l, Page 19 of 40, of Staff Engineering's Direct Testimony. Table J-1,

Depreciation Rates is also attached to this testimony for reference.

26
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1 ADWR BEST MANAGEMENT PRACTICE TARIFFS

2 Q- In Staff's Direct Testimony, did Staff provide a discussion related to the
c

3

4 A.

5

6

7

8

ACC/ADWR -. BMP Tariffs?

Yes. Beginning in Section N, page ll of 40, of Staff Engineering's Direct Testimony,

Staff discussed the submittal of the ACC/ADWR .- BMPs and stated that Staff was

working with the Company to finalize these BMPs. In addition, Staff provided DRAFT

copies of the submitted BMPs arid further stated that since these Bl\{Ps were not finalized

at the time of Staffs Direct Testimony, Staff would provide an update of Staffs review

9 and recommendation regarding these BMPs in its Surrebuttal. 9
I

10

11 Q. Could you provide an update of the review of these BMP Tariffs?

12 A.

13

14

Yes. As stated in Staff" s Direct Testimony, the Company filed its 11 BMP Tariffs on

December 9, 2009. Draft copies of these BMP Tariffs included, 1) Public Education

Program and 10 BMPs (2.2, 2.4, 3.6, 3.7, 3.8, 4.2, 5.1, 5.13, 6.12, and 7.8).

15

16

17

Through the review process and working with the Company, the Company substituted

BMPs 5.1 and 5.13 with BMPs 1.2 and 2.3. Staff and .the Company also agreed to the

18

19

20

21

22

23

revised formatting of the BMPs and certain language within the BMPs. After the final

review process, Staff is recommending approval of the BMPs with the exception of BMP

7.8. This BMP shall only become effective if and when it is approved by ADWR. If

BMP 7.8 is not approved by ADWR by July l, 2011, the Company shall submit a

replacement BMP for Commission consideration. Copies of the final version of these

BMPs are attached.

24

25 Q- Does this conclude your Surrebuttal Testimony?

26 A. Yes.
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304 Structures & Improvements 3.33

305 Collecting & Impounding Reservolrs 2.50

2.50306 Lake, River, Canal Intakes

307 Wells & Springs 3.33

308 Infiltration Galleries 6.67

309 Raw Water Supply Mains 2.00

310 Power Generation Equlpment 5.00

311 Pumping Equipment 12.5 |

320 Water Treatment Equipment l

.1 l1

320.1 Water Treatment Plants 3.33

320.2 Solution Chemical Feeders 20.0

320.3 Media for Arsenic Treatment 67.0

330 Distribution Reservoirs & Standpipes l
;..L ;

330.1 Storage Talmks 2.22

330.2 Pressure T8DkS I5.00

331 Transmlssion & Distribution Moms 2.00

333 Services 3.33

334 Meters 8.33

335 Hydrants 2.00

336 Backflow Prevention Devices 6.67

339 Other Plant & Misc Equipment 6.67

340 Of ice Furniture & Equipment 6.67

340.1 Computers & Software 20.00
341 Transportation Equipment 20.00 |

342 Stores Equlprnent 4.00
343 Tools, Shop & Garage Equipment 5.00

344 Laboratory Equipment 10.00

345 Power Operated Equipment 5.00

346 Communication Equipment |10.00

347 Miscellaneous Equipment 10.00

348
Other Tangible Plant - Well exploration, master

-_ __. plan. &_water rig_hts 10.00
I

Table J-1. Depreciation Rates
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Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

Public Education Proqram Tariff

PURPOSE

A program for the Company to provide free written information on water conservation
measures to its customers and to remind them of the importance of conserving water
(Required Public Education Program).

REQUIREMENTS

The requirements of this tariff are governed by Rules of the Arizona Corporation
Commission and were adapted from the Arizona Department of Water Resources'
Required Public Education Program and Best Management Practices in the Modified
Non-Per Capita Conservation Program. '

1. The Company shall provide two newsletters to each customer, one to be
provided in the spring, the other in the fall. The goal of the letters is to
provide timely information to customers in preparation of the hot summer
months, and the cold winter months, in regards to their water uses. The
Company shall remind customers of the importance of water conservation
measures and inform them of the information available from the Company.

2. Information in the newsletters shal l  include water saving tips, home
preparation recommendations for water systems/pipes, landscape
maintenance issues for summer and winter, water cistern maintenance
reminders and additional pertinent topics. Where practical, the Company
shall make this information available in digital format which can be e-mailed
to customers upon request or posted on the Company's website.

3. Communication channels shall include one or more of the following: water bill
inserts, messages on water bills, Company web page, post cards, e-mails and
special mailings of print pieces, whichever is the most cost-effective and
appropriate for the subject at hand.

4. Free written water conservation materials shall be available in the Company's
business office and the Company shall send information to customers on
request.

5. The Company may distribute water conservation information at other
locations such as libraries, chambers of commerce, community events, etc.,
as well.



Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date :

6. The Company shall keep a record of the following information and make it
available to the Commission upon request.

a. A description of each communication channel (i.e., the way messages
will be provided) and the number of times it has been used.
The number of customers reached (or an estimate).
A description of the written water conservation material provided free
to customers.

b-

c.

I
1
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Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

Special Events/Proqrams and Community Presentations Tariff -
BMP 1.2

PURPOSE

A program for the Company to give presentations and/or display and make available
water conservation information and related material at community and special events. x

REOUIREMENTS

The requirements of this tariff are governed by Rules of the Arizona Corporation
Commission and were adapted from the Arizona Department of Water Resources'
Required Public Education Program and Best Management Practices in the Modified
Non-Per Capita Conservation Program. .3

1. The Company shall attend and staff at least three events per year in which
the Company shall remind customers of the importance of water conservation
measures. Events may include home and garden shows, art shows,
community celebrations, environmental shows etc.

2. Information shall include water saving tips, home preparation
recommendations for water systems/pipes, landscape maintenance issues for
summer and winter, Xeriscape information, youth education materials and
any additional pertinent topics.

3. The Company shall keep a record of the following information and make it
available to the Commission upon request.

A description of each special event and the date.
The number of customers reached (or an estimate).
A description of the written water conservation material provided free
to customers.

d. Costs of the Special Events/programs and Community Presentations
implementation.

a.
b.
c.



Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

Youth Conservation Education Proqram Tariff - BMP 2.2

PURPOSE

A program for the Company to promote water conservation by increasing students'
understanding of water resources and the need to conserve (Modified Non-per Capita
Conservation Program BMP Category 2: Conservation Education and Training 2.2: Youth
Conservation Education Program).

REQUIREMENTS

The requirements of this tariff are governed by Rules of the Arizona Corporation
Commission and were adapted from the Arizona Department of Water Resources'
Required Public Education Program and Best Management PracticeS in the Modified
Non-Per Capita Conservation Program.

1. The Company or designated representative shall work with schools in its
service area to increase students' understanding of water resources and to
promote water conservation.

2. The Company shall provide a combination of instructional assistance,
education materials, teacher education, classroom presentations, and field
trips to water related facilities.

3. The Company shall make available free water conservation workbooks for
elementary school students.

4. The Company shall keep a record of the following information and make it
available upon request.

a.  A description of the youth conservation education process
implemented.

b. The number of students reached (or an estimate).
c. A description of the written water conservation material provided free

to students.
d. Costs of the Youth Conservation Education Program implementation.



Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

New Homeowner Landscape Information Tariff - BMP 2.3

PURPOSE

A program for the Company to promote the conservation of water by providing a
landscape information package for the purpose of educating its new customers about
low water use landscaping (Modified Non-Per Capita Conservation Program BMP
Category 2: Conservation Education and Training 2.3: New Homeowner Landscape
Information).

REOUIREMENTS:

The requirements of this tariff are governed by Rules of the Arizona Corporation
Commission and were adapted from the Arizona Department of Water Resources'
Required Public Education Program and Best Management Practices in the Modified
Non-Per Capita Conservation Program.

1. Upon establishment of water service the Company shall provide a free
"Homeowner Landscape Packet" to each new customer in the Company's
service area. The packet will include at a minimum: a cover letter describing
the water conservation expectations for all customers in the Company's
service area, all applicable tariffs, a basic interior e><terior water saving
pamphlet, xeriscape landscape information, a list of low water use trees,
plants, shrubs, etc., watering guidelines, a rain water harvesting pamphlet.

2. Upon customer request, the Company shall provide:

a. On-site consultations on low water use landscaping and efficient
watering practices.

b. A summary of water saving options.

3. The number of packets provided to new customers will be recorded and made
available to the Commission upon request.



Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

Xeriscape Demonstration Garden Tariff - BMP 2.4

PURPOSE

A program for the Company to install and maintain a water efficient demonstration
garden for the purpose of educating its customer base on low water-use landscaping
(Modified Non-Per Capita Conservation Program BMP Category 2: Conservation
Education and Training 2.4: Xeriscape Demonstration Garden).

REQUIREMENTS

The requirements of this tariff are governed by Rules of the Arizona Corporation
Commission and were adapted from the Arizona Department of Water Resources'
Required Public Education Program and Best Management PracticeS in the Modified
Non-Per Capita Conservation Program.

1. The Company shall design, construct and maintain a demonstration garden
that shall include a large variety of low water use and native plants, shrubs
and shade trees.

2. The demonstration garden shall include a walkway throughout the site and
include interpretive Signage and literature about low water use plants and
water efficient landscape techniques.

3. The demonstration garden shall be open, free of charge, to the public during
normal business hours and the Saturday of each month.

4. Maps providing driving directions to the demonstration garden shall be
available at the Company office, on the Company web-site, and shall be
provided to each new customer upon establishment of service.

5. The Company shall work with the schools, including the universities, to
continually upgrade the site with additional technologies and techniques.



Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

Customer Hiqh Water Use Inquiry Resolution Tariff - BMP 3.6

PURPOSE

A program for the Company to assist its customers with their high water-use inquiries
and complaints (Modified Non-per Capita Conservation Program BMP Category 3:
Outreach Services 3.6: Customer High Water Use Inquiry Resolution).

REQUIREMENTS

The requirements of this tariff are governed by Rules of the Arizona Corporation
Commission and were adapted from the Arizona Department of Water Resources'
Required Public Education Program and Best Management Practices in the Modified
Non-per Capita Conservation Program.

1. The Company shall handle high water use inquiries as calls are received.

2. Calls shall be taken by a customer service representative who has been
trained on typical causes of. high water consumption as well as leak detection
procedures that customers can perform themselves.

3. Upon request by the customer or when the Company determines i t is
warranted, a trained Field Technician shall be sent to the customer's
residence to conduct a leak detection inspection and further assist the
customer with water conservation measures.

4. The Company shall follow up in some way on every customer inquiry or
complaint and keep a record of inquiries and follow-up activities.



Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

Customer High Water Use Notification Tariff - BMP 3.7

PURPOSE

A program for the Company to monitor and notify customers when water use seems to
be abnormally high and provide information that could benefit those customers and
promote water conservation (Modified Non-Per Capita Conservation Program BMP
Category 3: Outreach Services Program 3.7: Customer High Water Use Notification).

REQUIREMENTS

The requirements of this tariff are governed by Rules of the Arizona Corporation
Commission and were adapted from the Arizona Department of Water Resources'
Required Public Education Program and Best Management Practices in the Modified
Non-Per Capita Conservation Program.

1. The Company shall track water usage for each customer and notify the
customer if water use seems excessive for that particular billing for that time
of the year.

2. The Company shall identify customers with high consumption and investigate
each instance to determine the possible cause.

3. The Company shall contact the high water use customers via telephone,
email, by mail or in person. The Company shall contact the customer as soon
as practical in order to minimize the possible loss of water. The customer will
not be required to do anything to receive this notification.

4. In the notification the Company shall explain some of the most common
water usage problems and common solutions and points of contact for
dealing with the issues.

5. In the notification, the customer will be reminded of at least the following
water-saving precautions:

a. Check for leaks, running toilets, or valves or flappers that need to be
replaced.

b. Check landscape watering system valves periodically for leaks and
keep sprinkler heads in good shape.
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Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

c. Adjust sprinklers so only the vegetation is watered and not the house,
sidewalk, or street, etc.

d. Continue water conservation efforts with any pools such as installing
covers on pools and spas and checking for leaks around pumps.

6. In the noti f ication, the customer wi l l  also be reminded of at least the
following ordinary life events that can cause a spike in water usage:

a.
b.
c.
d.

More people in the home than usual taking baths and showers.
Doing more loads of laundry than usual.
Doing a landscape project or starting a new lawn.
Washing vehicles more often than usual.

7. The Company shall provide water conservation information that could benefit
the customer, such as, but not limited to, audit programs, publications, and
rebate programs.

8. The Company shall assist the customer in a self-water audit and assist the
customer in determining what might be causing the high water usage as well
as supply customer with information regarding water conservation and
landscape watering guidelines. As part of the water audit the Company shall
confirm the accuracy of the customer meter if requested to do so by the
customer (applicable meter testing fees shall apply).

9. The type of notification, the timing of the notification (i.e., how long after
high water use was discovered by the Company), and the criteria used for
determining which customers are notified shall be recorded and made
available to the Commission upon request.

4



Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

Water Waste Investigations and Information Tariff - BMP 3.8

PURPOSE

A program for the Company to assist customers with water waste complaints and
provide customers with information designed to improve water use efficiency (Modified
Non-Per Capita Conservation Program BMP Categow 3: Outreach Services 3.8: Water
Waste Investigations and Information).

REOUIREMENTS

The requirements of this tariff are governed by Rules of the Arizona Corporation
Commission specifically R14-2-403 and R14-2-410 and were adapted from the Arizona
Department of Water Resources' Required Public Education PrOgram and Best
Management Practices in the Modified Non-Per Capita Conservation Program.

1. The Company shall handle water waste complaints as calls are received.

2. Calls shall be taken by a customer service representative who has been trained
to determine the type of water waste and to determine if it may be attributed to
a leak or broken water line.

3. The Company shall follow up on every water waste complaint.

4. Upon request by the customer or when the Company determines it is warranted,
a trained Field Technician shall be sent to investigate further and notify the
responsible party of the waste and offer assistance and information to prevent
waste in the future.

5. A letter of enforcement will be issued to customers with water running beyond
the curb and/or off the customers property due to such things as, but not limited
to, backwashing of pools, broken sprinkler heads, and over watering of lawns
beyond the saturation point.

6. The same procedures outlined above in item #4 will be followed in the event of a
second violation. Termination of service may result in the event of the third
violation within a 12 month period. In the event of a third violation the
customer's service may be terminated per Arizona Administrative Code R14-2-
410C, R14-2-410D and R14-2-410E (applicable service reconnection fees shall
apply),
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Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

7. The Company shall record each account and each instance noted for water
waste, the action taken and any follow-up activities.

8. Subject to the provisions of this tari ff, compliance with the water waste
restriction will be a condition of service.

9. The Company shall provide to its customers a complete copy of this tariff and all
attachments upon request for service. The customer shall abide by the water
waste restriction.

10.If a customer believes he/she has been disconnected in error, the customer may
contact the Commission's Consumer Services Section at 1-800-222-7000 to
initiate an investigation.

9
I



Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

Meter Repair and/or Replacement Tariff - BMP 4.2

PURPOSE

A program for the Company to systematically assess all in-service water meters
(including Company production meters) in its water service area to identify under-
registering meters and to repair or replace them (Modified Non-per Capita Conservation
Program Best Management Practice Category 4: Physical System Evaluation and
Improvement 4.2 Meter Repair and/or Replacement Program).

REQUIREMENTS

The requirements of this tariff are governed by Rules of the Arizona Corporation
Commission and were adapted from the Arizona Department of Water Resources'
Required Public Education Program and Best Management Practices in the Modified
Non-per Capita Conservation Program.

1. On a systematic basis, the Company will inspect 100 percent of its 1-inch and
smaller in-service water meters at least once every ten years for one of the
following reasons: .

a. A meter reading complaint is filed with the Company by a customer or
Arizona Corporation Commission Staff,

b. A meter has registered 1,000,000 gallons of usage, or
c. A meter has been in service for ten years.

2. Meters larger than 1-inch shall be inspected for one of the following reasons:
a. A meter reading complaint is filed with the Company by a customer or

Arizona Corporation Commission Staff, .
b. A meter has been in service for live years.

3. The inspection will be accomplished by having the meter pulled and having a
Company Technician physically inspect each meter and its fittings for leaks,
registers which may have become loose or are not properly attached to the
meter and could be under-registering or other broken parts which need
repair. In addition, meters shall be randomly selected for flow testing to
identify potentially under-registering meters.

4. The Company shall also replace or reprogram all water meters that measure
consumption in 1000 gallon increments such that they shall measure
consumption in 1 gallon increments.
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Company: Salwuarita Water Company, LLC Decision No.:

Phone : Effective Date:

Larqe Landscape Conservation Proqram Tariff - BMP 6.12

PURPOSE

A program for the Company to promote water conservation measures by providing non-
residential customers with support and incentives to improve their landscape water use
efficiency (Modified Non-Per Capita Conservation Program BMP Category 6:
Rebates/Incentives 6.12: Large Landscape Conservation Program).

REQUIREMENTS:

The requirements of this tariff are governed by Rules of the Arizona Corporation
Commission and were adapted from the Arizona Department of Water Resources'
Required Public Education Program and Best Management Practices in the Modified
Non-per Capita Conservation Program.

1. As an incentive to reduce water use for its non-residential customers with
landscape watering needs, the Company shall work with the customer or the
customer's contracted landscape company to collect and analyze up to 3
years of historical information for their meters, analyze past consumption
patterns and compare meter size with consumption rates that might suggest
meter over-sizing or meter/valve/backflow malfunctions. This analysis shall
be presented in both raw data and graphically with recommendations for
potential meter resizing and identification of high consumption situations and
potential malfunctions of landscape watering equipment.

2. No less frequently than every three years, or upon customer request, the
Company shall provide its non-residential customers with landscape watering
needs, a historical consumption analysis study as described above in item #1
for their respective landscape watering meters within the Company's service
area.

3. Company service shall be offered using an inverted block rate structure.

4. Upon customer request, the Company shall provide:

5. On-site consultations on low w.ater use landscaping and efficient watering
practices.

6. A summary of water saving options and a month-by-month outdoor water
budget
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Company: Sahuarita Water Company, LLC Decision No.:

Phone: Effective Date:

Pilotinq a New Initiative, Project or Proqram Tariff - BMP7.8

PURPOSE

A program for the Company to conduct a new initiative, project or program in its water
service area using state of the art water conservation technologies and techniques
(Modified Non-per Capita Conservation Program BMP Category 7: Research/Innovation
Program 7.8: Piloting a New Initiative, Project or Program).

REQUIREMENTS;

The requirements of this tariff are governed by Rules of the Arizona Corporation
Commission ("Commission") and were adapted from the Arizona Department of Water
Resources' Required Public Education Program and Best Management Practices in the
Modified Non-Per Capita Conservation Program.

1. Prior to implementing a new project or program the Company shall file a
detailed explanation with the Commission describing how the program would
work, the possible results and expected costs.

2. At minimum, one new project or program shall be proposed every three years
for Commission approval.

3. If a project or program is approved by the Commission, the Company shall
document that project or program by filing a report each March covering the
activities of the prior calendar year. The report shall include at least the
following information:

a. Description of the process to implement,
b. Costs of implementation, and
c. Conservation results.

4. If necessary, the Commission may request additional information.
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R18-5-503. Storage Requirements
A. The minimum storage capacity for a CWS or a noncommunity water

system that serves a residential population or a school shall be equal to
the average daily demand during the peak month of the year. Storage
capacity may he based on existing consumption and phased as the water
system expands .

B. The minimum storage capacity for a multiple-well system for a CWS or a
noncommunity water system that serves a residential population or a
school may be reduced by the amount of the total daily production
capacity minus the production from the largest producing well.

Historical Note
S e c t i o n  r e c t i f i e d  f i r m  R 1 8 - 4 - 5 0 3  a t  1 0  A . A . R .  5 8 5 ,  e f f e c t i v e  J a n u a r y

30, 2004 (Supp. 04-1).
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Sahuarita Water Company, LLC
Docket No. W-03718A-09-0359 (Rates)

Staff' s System Analysis
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Using Company's Rejoinder Numbers:

Using the Company's well capacity factor of 0.30 gallon per minute ("GPM") per
connection and Staffs storage capacity factor of 358 gallons per day ("GPD") per
connection, Staff determined that:

a. For informational purpose, the 2008 test year customer base was
approximately 4,670 connections.

b. The combined-operating well capacity totaling 2,800 GPM (=Well No.
14 at 1,550 + Well No. 18 at 1,250) could adequately serve approximately
9,333 connections (=2,800 / 0.30). Well No. 14 at 1,750 GPMalone could
serve 5,833 connections, while Well No. 18 at 1,450 GPM alone could
serve approximately 4,833 connections.

c. The active storage volume capacity totaling 1,374,063 gallons (= 685,031
+ 558,860 + 130,172), minus the fire flow requirement, could adequately
serve up to approximately 2,497 connections ((=1,374,063 - 480,000) /
358). If the second well (Well No. 18 at 1,450 GPM X 1,440 / 358 =
5,832) is included for the storage capacity requirement, this system could
adequately serve approximately 8,330 connections (= 2,497 + 5,832).

d. Looking forward, Figure D-1 shows a growth projection to approximately
8,000 total connections by December 2013.

Based on this analysis, the test year well capacity of 2,800 GPM and active
storage volume capacity of 1,374,063 gallons is adequate to serve the present
customer base and growth within a live year period.



as

EXHIBIT
s V

IN
3El

"8
BEFORE THE ARIZONA CORPORATION CGMMISSION

KRISTIN K. MAYES.
Chairman

GARY PIERCE
Commissioner

SANDRA D. KENNEDY
Commissioner

PAUL NEWMAN
Commissioner

BOB STUMP
Commissioner

1

DOCKET no. w-03718A_09_0359IN THE MATTER OF THE APPLICATION OF
SAHUARITA WATER COMPANY, L.L.C.
("SWC") FOR AN OPINION AND ORDER OF
THE COMMISSION (i) DETERMINING THE
FAIR VALUE OF THE UTILITY PROPERTY
OF SWC FOR RATEMAKING PURPOSES, (ii)
FIXING A JUST AND REASONABLE RATE
OF RETURN THEREON, (iii) APPROVING
RATES AND CHARGES DESIGNED To
PRODUCE REVENUES SUFFICIENT TO
RECOVER SWC'S COST OF SERVICE AND
AUTHORIZED RATE OF RETURN, AND (iv)
PROVIDING THE RECOVERY OF CERTAIN
FINANCING AND OPERATING EXPENSES
THROUGH A SURCHARGE AND A PASS-
THROUGH TARIFF, RESPECTIVELY

)
)
)
)
>
)
)
)
)
)
)
)
)
)
>
n

>

DIRECT

TESTIMONY

OF

JUAN c. MANRIQUE

PUBLIC UTILITIES ANALYST I

UTILITIES DIVISION

ARIZONA CORPORATION COMMISSION

APRIL 22, 2010



A

l.

TABLE OF CONTENTS
Page

I. INTRODUCTION 1

_ .
Emma Q e tzmony an ecommen

C opt ed Ova a!! Rate o fRetu

H THE WEIGHTED AVERAGE COST OF CAPITAL
_,a

3

III. CAPITAL STRUCTURE 5

S C S go»»\»luoo49o»¢9a»¢¢»oo¢caan0 a4a4:914nsu 9¢»¢¢¢¢o4¢ ¢ » l ; » » . . » . . . . ¢ .

)Snuffs Caporal St uctu 6

IV. RETURN on EQUITY 7

7
10

V. ESTIMATING THE COST OF EQUITY 13

.

d h Z M a' [A I
.

..he Constant G oath DC I
.

ctr to e
apzta Asset zczng O e

VI SUMMARY OF STAFF'S COST OF EQUITY ANALYSIS 30

VH FINAL COST OF EQUITY ESTIMATES FOR SWC 32

VIII RATE OF RETURN RECOMMENDATION 33

IX. STAFF RESPONSE To APPLICANTS COST OF CAPITAL WITNESS MR. THOMAS
J BOURASSA

_
» » »

¢o o qQ o0noouasnon»¢¢o oa¢» c¢0o¢lso no 4a¢\ s ' sDo nnnao o nnan r o no no o t r u 4 uI m ac: IC IS

X. CONCLUSION 43

SCHEDULES

Capltal Structure and Welghted Cost of Capltal JCM-1

Intentionally Left Blank JCM-2

Final Cost of Equity Estimates for Sample Water Utilities JCM -3

Average Capital Structure of Sample Water ...Jim -4

Growth in Earnings & Dividends of Sample Water Utilities JCM -5



*

u

Sustainable Growth for Sample Water Ut111t1es JCM -6

Selected Flnanclal Data of Sample Water Ut111t1es JCM -7

Calculation of Expected finite Annual Growth in Dividends......... JCM -8

Multi-Stage DCF Estimates JCM -9

3

1



4

4.

EXECUTIVE SUMMARY
SAHUARITA WATER COMPANY, L.L.C.

DOCKET NO. W-03718A-09-0359

The Direct Testimony of Staff witness Juan C. Enrique addresses the following issues:

Capital Structure - Staff recommends that the Commission adopt a capital structure for Sahuarita
Water Company, L.L.C. ("Applicant") for this proceeding consisting of 17.8 percent debt and
82.2 percent equity.

Cost of Eq.uitv - Staff recommends that the Commission adopt a 10.1 percent return on equity
("ROE") for the Applicant. Staffs estimated ROE for the Applicant is based on cost of equity
estimates for the sample companies ranging from 9.9 percent for the discounted cash flow
method ("DCF") to 10.2 percent for the capital asset pricing model ("CAPM").

Cost of Debt -- Staff recommends that the Commission adopt the Company-proposed 4.2 percent
cost of debt. x

Overall Rate of Return
of return ("ROR").

Staff recommends that the Commission adopt a 9.0 percent overall rate

Mr. Bourassa's Testirnonv .-- The Commission should reject the Company-proposed 12.0 percent
ROE for the following reasons :

Mr. Bourassa's DCF estimates rely heavily on analyst's forecasts and provide
little weight to historical dividend per share growth rates.
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l 1.  INTRODUCTION

2 Q.

3 A.

4

5

Please state your name, occupation, and business address.

My name is Juan C. Enrique. I am a Public Utilities Analyst employed by the Arizona

Corporation Commission ("ACC" or "Commission") in the Utilities Division ("Staff").

My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

6

7 Q.

8 A.

9

10

Briefly describe your responsibilities as a Public Utilities Analyst.

In my position as a Public Utilities Analyst, I perform studies to estimate the cost of

capital component in rate filings to determine the overall revenue requirement and analyze

requests for financing authorizations.

11

12 Q.

13 A.

14

15

16

17

Please describe your educational background and professional experience.

I graduated from Arizona State University and received a Bachelor of Science degree in

Finance. My course of studies included courses in corporate arid international finance,

investments, accounting, statistics, and economics. I began employment as a Staff Public

Utilities Analyst in October 2008. My professional experience includes two years as a

Loan Officer with a homebuilder and as an Associate for an Investor Relations firm.

18

19 Q-

20 A.

21

22

What is the scope of your testimony in this case?

My testimony provides Staffs recommended capital structure, return on equity ("ROE")

and overall rate of return ("ROR") for establishing the revenue requirements for Sahuarita

Water Company, L.L.C.'s ("SWC" or "Applicant") pending rate application.

23
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Q. Please provide a brief description of SWC.1

2 A.

3

4

SWC is a for-profit Arizona Limited Liability Corporation that is engaged in the business

of providing public water (approximately 4,700 customers) utility service in and around

the community of Sahuarita within Pima County, Arizona.

5

6 Summary of Testimony and Recommendations

7 Q- Briefly summarize how Staffs cost of capital testimony is organized.

8 A.

9

10

11

12

13

14

15

16

Staffs cost of capital testimony is presented in ten sections. Section I is this introduction.

Section II discusses the concept of weighted average cost of capital ("WACC"). Section

III presents the concept of capital structure and presents Staffs recommended capital

structure for SWC in this proceeding. Section IV discusses the concepts of ROE and risk.

Section V presents the methods employed by Staff to estimate SWC's ROE. Section VI

presents the findings of Staff' s ROE analysis. Section VII presents Staff" s final cost of

equity estimates for SWC. Section VIII presents Staffs ROR recommendation. Section

IX presents Staff' s comments on the Direct Testimony of the Applicant's wiMess, Mr.

Thomas J. Bourassa. Finally, Section X presents the conclusions.

17

18 Q. Have you prepared any exhibits to accompany your testimony?

19 A.

20

Yes. I prepared nine schedules (JCM-1 to JCM-9) that support Staffs cost of capital

analysis.

21 f

22 Q- What is Staff's recommended rate of return for SWC?

23 A.

24

25

26

Staff recommends a 9.0 percent overall ROR, as shown in Schedule JCM-1. Staffs ROR

recommendation is based on cost of equity estimates for SWC that range from 9.9 percent

using the discounted cash flow method ("DCF") to 10.2 percent using the capital asset

pricing model ("CAPM").
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l

2 Q-

q
_D

4 A.

5

SWC 's Proposed Overall Rate of Retum

Briefly summarize SWC's proposed capital structure, cost of debt, return on equity

and overall rate of return for this proceeding. .

Table l summarizes the Applicant's proposed capital structure, cost of debt, return on

equity and overall rate of return in this proceeding:

6

7 Table 1

Cost
Weighted
CostWeight

17.2%
82.8%

4.2%
12.0%

0.7%
9.9%

Long-term Debt
Common Equity
Cost of Capital/ROR 10.7%

8

9 SWC is proposing an overall rate of return of 10.7 percent.

10

11 11. THE WEIGHTED AVERAGE COST OF CAPITAL

12 Q- Briefly explain the cost of capital concept.

13 A.

14

15

The cost of capital is the opportunity cost of choosing one investment over others with

equivalent risk. In other words, the cost of capital is the return that stakeholders expect

for investing their financial resources in a determined business venture over another

business venture .16

17

18 Q- What is the overall cost of capital?

19 A.

20

21

22

The cost of capital to a company issuing a variety of securities (i.e., stock and

indebtedness) is an average of the cost rates on all issued securities adjusted to reflect the

relative amounts for each security in the company's entire capital structure. Thus, the

overall cost of capital is the WACC.

23
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1 Q.. How is the WACC calculated?

2 A. The WACC is calculated by adding the weighted expected returns of a firm's securities.
,A

3 The WACC formula is :

4
Equation 1.

5 n

6 WACC Z W t I ;

7
i=1

8

9

In this equation, W,- is the weight given to the it security (the proportion of the it security

relative to the portfolio) and ft is the expected return on the ill security.

10

11 Q- Can you provide an example demonstrating application of Equation 1?

12 A.

13

14

Yes. For this example, assume that an entity has a capital structure composed of 60

percent debt and 40 percent equity. Also, assume that the embedded cost of debt is 6.0

percent and the expected return on equity, Le. the cost of equity, is 10.5 percent.

Calculation of the WACC is as follows :15

16 WACC = (60% * 60%> + (40% * 10.5%)
17

WACC = 3.60% + 4.20%
18

WACC = 7.80%
19

20

21

22

The weighted average cost of capital in this example is 7.80 percent. The entity in this

example would need to am an overall rate of return of 7.80 percent to cover its cost of

capital.

23



Component %

Capital Leases $20,000 ($20,000/$200,000) 10.0%

Long-Term Debt $85,000 ($85,000/$200,000) 42.5%

Preferred Stock $15,000 ($15,000/$200,000) 7.5%

Common Stock $80,000 ($80,000/$200>000) 40.0%

Total $200,000 100%

9

* Direct Testimony of Jun .  Enrique
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Page 5

1

2

111. CAPITAL STRUCTURE

Background

3 Q. Please explain the capital structure concept.

4 A.

5

6

The capital structure of a firm is the relative proportions of each type of security-~short-

term debt, long-term debt (including capital leases), preferred stock and common stock~-

that are used to finance the iron's assets.

7

8 Q- How is the capital structure expressed?

9 A.

10

11

The capital structure of a company is expressed as the percentage of each component of

the capital structure (capital leases, short-term debt, long-term debt, preferred stock and

common stock) relative to the entire capital structure.

12

13

14

15

As an example, the capital structure for an entity that is financed by $20,000 of capital

leases, $85,000 of long-tenn debt, $15,000 of preferred stock and $80,000 of common

stock is shown in Table 2.

16

17 Table 2

18
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1

2

3

The capital structure in this example is composed of 0.0 percent short-tenn debt, 10.0

percent capital leases, 42.5 percent long-term debt, 7.5 percent preferred stock and 40.0

percent common stock.

4

5

6 Q.

7 A.

8

SWC 's Capita! Structure

What capital structure does SWC propose?

The Applicant proposes a capital structure composed of 17.17 percent debt and 82.83

percent common equity.

9
a
I

10 Q.

11

How does SWC's proposed capital structure compare to capital structures of the

publicly-traded water utilities?

12 A.

13

14

15

16

SWC's capital structure is composed of 17.17 percent debt and 82.83 percent equity.

Schedule JCM-4 shows the capital structures of six publicly traded water companies

("sample water companies") as of September 2009. The average capital structure for the

sample water utilities is comprised of approximately 51.0 percent debt and 49.0 percent

equity.

17

18

19 What is Staff's recommended capital structure for SWC?

20

Sta/'f's Capital Structure

Q-

A. Staff recommends a capital structure composed of 17.8 percent debt and 82.2 percent

21 equity.

22

23 Q- Why does Staffs recommended capital structure differ from the Company's

24 proposed capital structure?

25 A.

26

Staff used the most updated capital structure, as of February 23, 2010, provided by the

Company in response to Staff Data Request 3. 1 .
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l IV. RETURN ON EQUITY

2
, 6 ,

3 Q-

4 A.

5

6

7

8

Background

Please define the term "cost of equity capital."

The cost of equity is the rate of retune that investors expect to earn on their investment in a

business entity given its risk. In other words, the cost of equity to the entity is the

investors' expected rate of return on other investments of similar risk. As investors have a

wide selection of stocks to choose from, they will choose stocks with similar risks but

higher returns. Therefore, the market determines the entity's cost of equity.

9 lI

10 Q. Is there 21 correlation between interest rates and the cost of equity"

11 A.

12

13

14

Yes. The cost of equity tends to move in the same direction as interest rates. This

relationship is part of the CAPM formula. The CAPM is a market-based model employed

by Staff for estimating the cost of equity. The CAPM is further discussed in Section V of

this testimony.

15

16 Q. What has been the general trend of interest rates in recent years?

17 A.

18

A chronological chart of interest rates is a good tool to show interest rate history and

identify trends. Chart 1 graphs intermediate U.S. treasury rates from November 1999 to

November 2009.19

20
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1
2.

3

4

5

6

7

8

9

10

11

12

13

14

15 Chart 1 shows that intermediate interest rates trended downward from 2000 to mid-2003

16

17

then turned slightly upward until mid-2007, trended downward through early-2009 and

have trended upward in the past year.

18

19 Q» What has been the general trend in interest rates longer term?

20 A.

21

U.S. Treasury rates from 1959 to present are shown in Chart 2. The chart shows that

interest rates trended upward through the mid-1980s and have trended downward over the

22 last 25 years.

23
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17 Q- Do these trends suggest anything in terms of cost of equity"

18 A.

19

Yes. As previously discussed, interest rates and cost of equity tend to move in the same

direction. The implication is that the cost of equity has declined in the past 25 years .

20

21 Q- Do actual returns represent the cost of equity?

22 A. No. The cost of equity represents investors' expected returns and not realized returns.

23
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1
2.

Q. Is there any information available that leads to an understanding of the relationship

between the equity returns required for a regulated water utility and those required

in the market as a whole?3

4 A.

5

6

7

Yes. A comparison of betas, a component of the CAPM discussed in Section V, for the

water utility industry and the market provide insight into this relationship. The average

beta (0.79)1 for a water utility is lower than the theoretical average beta for all stocks (1 .0).

According to the CAPM formula, the cost of equity capital moves in the same direction as

8 beta. Since the beta for the water utility industry is lower than the beta for the market, the

9

10

implication is that the required return on equity for a regulated water utility is below the

average required return on the market.

11

12 Risk

13 Q. Please define risk in relation to cost of capital.

14 A.

15

16

17

18

Risk, as it relates to an investment, is the variability or uncertainty of the returns on a

particular security. Investors are risk averse and require a greater potential return to invest

in relatively greater risk opportunities, i.e., investors require compensation for taking on

additional risk. Risk is generally separated into two components. Those components are

market risk (systematic risk) and non-market risk (diversifiable risk or firm-specific risk).

19

20 Q. What is market risk?

21 A.

22

Market risk or systematic risk is the risk of an investment that cannot be reduced through

diversification. Market risk stems from factors that affect all securities such as recessions,

23

24

war, inflation and high interest rates. Since these factors affect the entire market they

cannot be eliminated through diversification. Market risk does not impact each security to

1 See Schedule JCM-7
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1

.2

the same degree, The degree to which any security's returns is affected by the market can

be measured using Beta. Beta reflects the business risk and the financial risk of a security.

'1
J

4 Q- Please define business risk.

5 A. Business risk is the fluctuation of earnings inherent in a firm's operations and environment

6

7

8

such as competition and adverse economic conditions that may impair its ability to

provide returns on investment. Companies in the same or similar line of business tend to

experience the same fluctuations in business cycles.

9 .\
.r

10 Q. Please define financial risk.

11 A. Financial risk is the fluctuation of earnings inherent in using debt financing by a firm that

12 The more a company uses debt

13

may impair its ability to provide adequate return.

financing, the more the company becomes exposed to financial risk.

14

15 Q. Do business risk and financial risk affect the cost of equity?

16 A. Yes .

17

18 Q. Is a firm subject to any other risk?

19 A. Yes. Firms are also subject to unsystematic or f irm-specif ic risk. Examples of

20

21

unsystematic risk include losses caused by labor problems, nationalization of assets, loss

of a big client or weather conditions. Investors can eliminate firm-specific risk by holding

22 a diverse portfolio, thus, it is not of concern to diversified investors.

23
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1
2.

Q.

3 A.

4

5

6

7

8

9

How does SWC's financial risk compare to the sample water companies' financial

risk from the perspective of an investor?

From an investor's perspective SWC's capital structure is less risky than the sample water

companies. Schedule JCM-4 shows the capital structures of the six publicly-traded water

companies ("sample water companies") as of September 2009, as well as SWC's actual

capital structure. As of June 2009, the sample water utilities were capitalized with

approximately 51.0 percent debt and 49.0 percent equity, while SWC's actual capital

structure consists of approximately 17.8 percent debt and 82.2 percent equity. Thus,

SWC's shareholders bear less f inancial risk than the shareholders of the sample

10 companies.

11

12 Q- Is firm-specific risk measured by beta?

13 A. No. Firm-speciic risk is not measured by beta.

14

15 Q- Is the cost of equity affected by firm-specific risk?

16 A. No. Since firm-specific risk can be eliminated through diversification, it does not affect

17 the cost of equity.

18

19 Q- Can investors expect additional returns for firm-specific risk?

20 A.

21

22

No. Investors who hold diversified portfolios can eliminate firm-specific risk, and

consequently, do not require any additional return. Since investors who choose to be less

than fully diversified must compete in the market with fully diversified investors, the

23 former cannot expect to be compensated for unique risk.

24
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1 v. ESTIMATING THE COST OF EQUITY

2 Introduction

3 Q.

4 A.

Did Staff directly estimate the cost of equity for SWC?

No. Since SWC is not a publicly-traded company, Staff is unable to directly estimate the

5 Company's cost of equity due to the unavailability of financial information. Instead, Staff

6

7

uses an average of a representative sample group to reduce the sample error resulting from

random fluctuations in the market at the time the information is gathered.

8

9 Q. What companies did Staff select as proxies or comparables for SWC?

10 A.

11

12

13

Staffs sample consists of the following six publicly-traded water utilities: American

States Water, California Water, Connecticut Water Services, Middlesex Water, Aqua

America and SJW Corp. Staff chose these companies because they are publicly traded

and receive the majority of their earnings from regulated operations.

14

15 Q. What models did Staff implement to estimate SWC's cost of equity?

16 A. Staff used two market-based models to estimate the cost of equity for SWC: the DCF and

17 the CAPM.

18

19 Q- Please explain why Staff chose the DCF and CAPM models.

20 A.

21

Staff chose to use the DCF and CAPM models because they are widely recognized

market-based models and have been used extensively to estimate the cost of equity. An

22 explanation of the DCF and CAPM models follows.
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1
2.

Discounted Cash Flow Model Analysis

Q-

3

4 A.

5

6

7

8

9

10

11

Please provide a brief  summary of  the theory upon which the DCF method of

estimating the cost of equity is based. . r

The DCF method of stock valuation is based on the theory that the value of an investment

is equal to the sum of the future cash flows generated from the aforementioned investment

discounted to the present time. This method uses expected dividends, market price and

dividend growth rate to calculate the cost of capital. Professor Myron Gordon pioneered

the DCF method in the 1960s. The DCF method has become widely used to estimate the

cost of equity for public utilities due to its theoretical merit and its simplicity. Staff used

the financial information for the relevant six sample companies in the DCF model and

averaged the results to determine an estimated cost of equity for the sample companies.

12

13 Does Staff use more than one version of the DCF Model?

14

Q.

A. Yes. Staff uses two versions of the DCF model: the constant-growth DCF Model and the

15

16

17

multi-stage or non-constant growth DCF. The constant-growth DCF Model assumes that

an entity's dividends will grow indefinitely at the same rate. The multi-stage growth DCF

model assumes the dividend growth rate will change at some point in the future.

18

19 The Constant-Growth DCF

20 Q. What is the mathematical formula used in Staff's constant-growth DCF analysis?

21 A. The constant-growth DCF formula used in Staffs analysis is:
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Equation 2 :

KzQL
1%

+8

where : K

D /

13,

g

the cost of equity

the expected annual dividend

the culTent stock price

the expected infinite annual growth rate of dividends

1

2

3

4

5

6

7

Equation 2 assumes that the entity has a constant earnings retention rate and that its

earnings are expected to grow at a constant rate. According to Equation 2, a stock with a

current market price of $10 per share, an expected annual dividend of $0.45 per share and

an expected dividend growth rate of 3.0 percent per year has a cost of equity to the entity

of 7.5 percent reflected by the sum of the dividend yield ($0.45/ $10 = 4.5 percent) and the

3.0 percent annual dividend growth rate.

8

9 Q- How did Staff calculate the dividend yield component (D1/P0) of the constant-growth

10 DCF formula?

11 A.

12

13

Staff calculated the yield component of the DCF formula by dividing the expected annual

dividends (DI) by the spot stock price (Po) after the close of the market February 3, 2010,

as reported by the website MSN Money.

14

15 Q-

16

Why did Staff use the February 3, 2010, spot price rather than a historical average

stock price to calculate the dividend yield component of the DCF formula?

17 A. Current, rather than historic, market stock price is used in order to be consistent with

18 finance theory, Le., the efficient market hypothesis. The efficient market hypothesis

2 Value Line Summary & Index. 2-12-10
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1 asserts that the current stock price reflects all available information on a stock including

2 investors' expectations of future returns. Use of a historical average of stock prices

The3 illogically discounts the most recent information in favor of less recent information.

4 latter is stale and is representative of underlying conditions that may have changed.

5

6 Q.

7

How did Staff estimate the dividend growth (g) component of the constant-growth

DCF model represented by Equation 2?

8 A.

9

10

11

The dividend growth component used by Staff is determined by the average of six

different estimation methods, as shown in Schedule JCM-8. Staff calculated historical and

projected growth estimates on dividend-per-share ("DPS"),3 ea rings-per-share ("EPS")4

and sustainable growth bases.

12

13 Q.

14

Why did Staff examine EPS growth to estimate the dividend growth component of

the constant-growth DCF model?

15 A.

16

17

Historic and projected EPS growth are used because dividends are related to earnings.

Dividend distributions may exceed earnings in the short run but cannot continue

indefinitely. In the long term, dividend distributions are dependent on earnings.

18

19 Q. How did Staff estimate historical DPS growth?

20 A.

21

22

23

Staff estimated historical DPS growth by calculating the average rate of growth in DPS of

the sample water companies from 1998 to 2008. The results of that calculation are shown

in Schedule JCM-5. Staff calculated an average historical DPS growth rate of 3.1 percent

for the sample water utilities for the aforementioned period.

24

3 Derived from information provided by Value Line
4 Derived from information provided by Value Line
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1 Q.

2 A.

3

How did Staff estimate the projected DPS growth?

Staff calculated an average of the projected DPS growth rates for the sample water utilities

from Value Line. The average projected DPS growth rate is 4.1 percent, as shown in

4 Schedule JCM-5.

5

6 Q- How did Staff calculate the historical EPS growth rate?

7 A.

8

9

10

Staff estimated historical EPS growth by calculating the average rate of growth in EPS of

the sample water companies from 1998 to 2008. Staff calculated an average historical

EPS growth rate of 3.3 percent for the sample water utilities for the aforementioned

period, as shown in Schedule JCM-5 .

11

12 Q- How did Staff estimate the projected EPS growth?

13 A.

14

Staff calculated an average of the prob ected EPS growth rates for the sample water utilities

from Value Line. The average projected EPS growth rate is 9.7 percent, as shown in

15 Schedule JCM~5 .

16

17 Q- How does Staff calculate its historical and projected sustainable growth rates?

18 A.

19

20

Historical and prob acted sustainable growth rates are calculated by adding their respective

retention growth rate terms (Br) to their respective stock financing growth rate terms (vs)

as shown in Schedule JCM-6.

21

22 Q- What is retention growth?

23 A.

24

25

26

Retention growth is the growth in dividends due to the retention of earnings. The

retention growth concept is based on the theory that dividend growth cannot be achieved

unless the company retains and reinvests some of its earnings. The retention growth is

used in Staff" s calculation of sustainable growth shown in Schedule JCM-6.
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1
2.

Q.

A.

What is the formula for the retention growth rate?

3

The retention growth rate is the product of the retention ratio and the book/accounting

return on equity. The retention growth rate formula is:

4

Equation 3 :

Retention Growth Rate = Br

where : b

r

the retention ratio (1 - dividend payout ratio)

the accounting/book return on common equity

5
a
I

6 Q- How did Staff calculate the average historical retention growth rate (br) for the

7 sample water utilities?

8 A.

9

10

Staff calculated the historical retention rates by averaging the retention rates for the

sample water companies from 1999 to 2008. The historical average retention (Br) growth

for the sample water utilities is 3.1 percent, as shown in Schedule JCM-6.

11

12 Q- How did Staff determine projected retention growth rate (br) for the sample water

13 utilities?

14 A.

15

16

Staff used the retention growth projections for the sample water utilities for the period

2012 to 2014 from Value Line. The projected average retention growth rate for the sample

water utilities is 6.1 percent, as shown in Schedule JCM-6.

17

18 Q. When can retention growth provide a reasonable estimate of future dividend

19 growth?

20 A.

21

22

The retention growth rate is a reasonable estimate of future dividend growth when the

retention ratio is reasonably constant and the entity's market price to book value ("rnarket-

to-book ratio") is expected to be 1.0. The average retention ratio has been reasonably
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1

22

constant in recent years. However, the market-to-book ratio for the sample water utilities

is 1.7, notably higher than 1.0, as shown in Schedule JCM-7;

3

4 Q- Is there any financial implication of a market-to-book ratio greater than L0?

5 A.

6

Yes. A market-to-book ratio greater than 1.0 implies that investors expect an entity to

The

7

earn an accounting/book return on its equity that exceeds its cost of equity.

relationship between required returns and expected cash Hows is readily observed in the

8

9

10

11

12

13

14

15

16

fixed securities market. For example, assume an entity contemplating issuance of bonds

with a face value of $10 million at either 6 percent or 8 percent, and thus, paying annual

interest of 3600,000 or $800,000, respectively. Regardless of investors' required return on

similar bonds, investors will be willing to pay more for the bonds if issued at 8 percent

than if the bonds are issued at 6 percent. For example, if the current interest rate required

by investors is 6 percent, then they would bid $10 million for the 6 percent bonds and

more than $10 million for the 8 percent bonds. Similarly, if equity investors require a 9

percent return and expect an entity to earn accounting/book returns of 13 percent, the

market will bid up the price of the entity's stock to provide the required return of 9

17 percent.

18

19 Q.

20

21 A.

22

23

How has Staff generally recognized a market-to-book ratio exceeding 1.0 in its cost of

equity analyses in recent years"

Staff has assumed that investors expect the market-to-book ratio to remain greater than

1.0. Given that assumption, Staff has added a stock financing growth rate (vs) term to the

retention ratio (Br) term to calculate its historical and projected sustainable growth rates.

24
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1
2.

Q. Do the historical and projected sustainable growth rates Staff uses to develop its

DCF cost of equity in this case continue to include a stock financing growth rate

3 term?

4 A. Yes.

5

6 Q- What is stock financing growth?

7 A.

8

9

10

11

12

Stock financing growth is the growth in an entity's dividends due to the sale of stock by

that entity. Stock financing growth is a concept derived by Myron Gordon and discussed

in his book The Cost of CapitaI ro oz Public UriIiry.5 Stock financing growth is the product

of the fraction of the funds raised from the sale of stock that accrues to existing

shareholders (v) and the fraction resulting from dividing the funds raised from the sale of

stock by the existing common equity (S).

13

14 Q- What is the mathematical formula for the stock financing growth rate"

15 A. The mathematical formula for stock financing growth is:

16

Equation 4

Stock Financing Growth = vs

where : v

s

Fraction of the funds raised from the sale of stock that accrues

to existing shareholders

Funds raised from the sale of stock as a fraction of the existing

common equity

17

18 Q- How is the variable v presented above calculated?

19 A. Variable v is calculated as follows:

5 Gordon, Myron J. The Cost of Capital to a Public Utility. MSU Public Utilities Studies, Michigan, 1974. pp 31-35.
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Equation 5 :

v : I _. book value

market value

1

2

3

For example, assume that a share of stock has a $30 book value and is selling for $45.

Then, to find the value of v, the formula is applied:

v = 1 -

4 In this example, v is equal to 0.33. )
r

5

6 Q. How is the variable s presented above calculated?

7 A. Variable s is calculated as follows:

8 Equation 6:

9

10

Funds raised from the issuance of stock
S =

Total existing common equity before the issuance

11

12

13

For example, assume that an entity has $150 in existing equity, and it sells $30 of stock.

Then, to find the value of s, the formula is applied:

S
30

150

14 In this example, s is equal to 20.0 percent.

15

16 Q. What is the vs term when the market-to-book ratio is equal to 1.0'?

17 A.

18

19

A market-to-book ratio equal to 1.0 reflects that investors expect an entity to earn a

'book/accounting return on their equity investment equal to the cost of equity. When the

market-to-book ratio is equal to 1.0, none of the funds raised from the sale of stock by the
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l

2

3

entity accrues to the benefit of existing shareholders, i.e., the term v is equal to zero (0.0)

Consequently, the vs term is also equal to zero (0.0). When stock financing growth is

zero, dividend growth depends solely on the Br term. . ,

4

5 Q- What is the effect of the vs term when the market-to-book ratio is greater than 1.0?

6 A.

7

8

9

A market-to-book ratio greater than 1.0 reflects that investors expect an entity to earn a

book/accounting return on their equity investment greater than the cost of equity.

Equation 5 shows that when the market-to-book ratio is greater than 1.0 the v term is also

greater than zero. The excess by which new shares are issued and sold over book value

10

11

12

13

per share of outstanding stock is a contribution that accrues to existing stockholders in the

form of a higher book value. The resulting higher book value leads to higher expected

earnings and dividends. Continued growth from the vs term is dependent upon the

continued issuance and sale of additional shares at a price that exceeds book value per

14 share.

15

16 Q-

17 A.

18

What vs estimate did Staff calculate from its analysis of the sample water utilities?

Staff estimated an average stock financing growth of 2.1 percent for the sample water

utilities, as shown in Schedule JCM-6.

19

20 Q-

21

22

What would occur if an entity had a market-to-book ratio greater than 1.0 as a result

of investors expecting earnings to exceed the cost of equity capital and the entity

subsequently experienced newly-authorized rates equal to its cost of equity capital?

23 A. Market pressure on the entity's stock price to reflect the change in future expected cash

flows would cause the market-to-book ratio to move toward 1.0.24

25
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1

2

Q.

3 A.

4

5

6

7

Is inclusion of the vs term necessary if the average market-to-book ratio of the

sample water utilities falls to 1.0 due to authorized ROEs equaling the cost of equity?

No. As discussed above, when the market-to-book ratio is equal to 1.0, none of the funds

raised from the sale of stock by the entity accrues to the benefit of existing shareholders

because the v term equals to zero, and consequently, the vs term also equals zero. When

the market-to-book ratio equals 1.0, dividend growth depends solely on the Br term.

Staff' s inclusion of the vs term assumes that the market-to-book ratio continues to exceed

8 1.0 and that the water utilities will continue to issue and sell stock at prices above book

9 value with the effect of benefitting existing shareholders. I
r

10

Q- What are Staff's historical and projected sustainable growth rates?

12 A.

13

14

15

Staffs estimated historical sustainable growth rate is 5.2 percent based on an analysis of

earnings retention for the sample water companies. Staff s projected sustainable growth

rate is 9.1 percent based on retention growth projected by Value Line. Schedule JCM-6

presents Staff's estimates of the sustainable growth rate.

16

17 Q. What is Staff's expected infinite annual growth rate in dividends?

18 A.

19

20

Staffs expected infinite annual growth rate in dividends is 5.8 percent which is the

average of historical and projected DPS, EPS, and sustainable growth estimates. Staffs

calculation of the expected infinite annual growth rate in dividends is shown in Schedule

21 JCM-8.

22

23 Q- What is Staff's constant-growth DCF estimate for the sample utilities?

24 A. Staffs constant-growth DCF estimate is 9.5 percent, as shown in Schedule JCM-3 .

25
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4

l

2

The Multi-Stage DCF

Q-

3

4 A.

Why did Staff implement the multi-stage DCF model ~to estimate SWC's cost of

equity"

Staff generally uses the multi-stage DCF model to consider the assumption that dividends

5

6

may not grow at a constant rate. The multi-stage DCF uses two stages of growth. The

first stage is four years followed by the second constant growth stage.

7

8 Q- What is the mathematical formula for the multi-stage DCF?

9 A. The multi-stage DCF formula is shown in the following equation,

Equation 7 :
111

/3, +
(I+Kll/=1

D,
(1 + KI'

D"<1-l-gnl
K - 8 "

Where : /3)

D,
K

n

D"

8"

current stock price

dividends expected during stage 1

cost of equity

years of non .- constant growth

dividend expected in year n

constant rate of growth expected after year n

10

11 Q. What steps did Staff take to implement its multi-stage DCF cost of equity model?

12 A.

13

14

15

First, Staff projected future dividends for each of the sample water utilities using near-

term and long-term growth rates. Second, Staff calculated the rate (cost of equity) which

equates the present value of the forecasted dividends to the current stock price for each of

the sample water utilities. Lastly, Staff calculated an average of the individual sample

16 company cost of equity estimates.

17
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l

2

Q-

A.

3

4

How did Staff calculate near-term (stage-1) growth?

The stage-1 growth rate is based on Value Lines 's projected dividends for the next twelve

months, when available, and on the average dividend growth rate (5.8 percents calculated

in Staffs constant DCF analysis for the remainder of the stage.

5

6 Q. How did Staff estimate long-term (stage-2) growth?

7 A.

8

9

Staff calculated the stage-2 growth rate using the arithmetic mean rate of growth in GDP

from 1929 to 2008.6 Using the GDP growth rate assumes that the water utility industry is

expected to grow at the same rate as the overall economy. 1
I

10

11 Q- What is the historical GDP growth rate that Staff used to estimate stage-2 growth"

12 A. Staff used 6.6 percent to estimate the stage-2 growth rate.

13

14 Q- What is Staff's multi-stage DCF estimate for the sample utilities?

15 A. Staffs multi-stage DCF estimate is 10.2 percent, as shown in Schedule JCM-3 .

16

17 Q- What is Staffs overall DCF estimate for the sample utilities"

18 A.

19

20

Staff' s overall DCF estimate is 9.9 percent. Staff calculated due overall DCF estimate by

averaging the constant growth DCF (9.5%) and multi-stage DCF (10.2%) estimates, as

shown in Schedule JCM-3 .

21

| 22 Capital Asset Pricing Model

23 Q. Please describe the CAPM.

24 A. The CAPM is used to determine the prices of securities in a competitive market. The

25 CAPM model describes the relationship between a security's investment risk and its

6 www.bea.doc.gov
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1

2

9

3

4

5

market rate of return. Under the CAPM an investor requires the expected return of a

security to equal the rate on a risk-free security plus a risk premium. If the investor's

expected return does not meet or beat the required return, the investment is not

economically justified. The model also assumes that investors will sufficiently diversify

their investments to eliminate any non-systematic or unique risk.7 In 1990, Professors

6 Harry Markowitz, W illiam Sharpe, and Merton Miller earned the Nobel Prize in

7 Economic Sciences for their contribution to the development of the CAPM.

8

9 Q- Did Staff use the same sample water utilities in its CAPM and DCF cost of equity

10 estimation analyses?

11 A. Yes. Staffs CAPM cost of equity estimation analysis uses the same sample water

12 companies as its DCF cost of equity estimation analysis.

13

14 Q, What is the mathematical formula for the CAPM?

15 A. The mathematical formula for the CAPM is :

16

Equation 8 :

K = R/+0(R,,, -Rf)

where : Rf

Rm
3
Rm 'Rf

K

risk free rate

return on market

beta

market risk premium

expected return

17

7 The CAPM makes the following assumptions: l) single holding period, 2) perfect and competitive securities
market, 3) no transaction costs, 4) no restrictions on short selling or borrowing, 5) the existence of a risk-free rate,
and 6) homogeneous expectations.
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1

'Q

3

The equation shows that the expected return (K) on a risky asset is equal to the risk~free

interest rate (Rf) plus the product of Me market risk premium ("Rp") (Rm - Rf) multiplied

by beta (B) where beta represents the riskiness of the investment relative to the market.

4

5 Q. What is the risk free rate?

6 A. The risk free rate is the rate of return of an investment with zero risk.

7

8 Q-

9

What does Staff use as surrogates to represent estimations of the risk-free rates of

interest in its historical and current market risk premium CAPM methods?

10 A.

11

12

13

14

15

16

Staff uses separate parameters as surrogates for the estimations of the risk-free rates of

interest for the historical market risk premium CAPM cost of equity estimation and the

current market risk premium CAPM cost of equity estimation. Staff uses the average of

three (five~, seven-, and ten-year) intermediate-term U.S. Treasury securities' spot rates in

its historical market risk premium CAPM cost of equity estimation, and the 30-year U.S.

Treasury bond spot rate in its current market risk premium CAPM cost of equity

estimation. U.S. Treasuries are largely verifiable and readily available.

17

18 Q. What does beta measure"

19 A.

20

21

22

Beta measures the volatility, or systematic risk, of a security relative to the market. Since

systematic risk cannot be diversified away, it is the only risk that is relevant when

estimating a security's required return. Using a baseline market beta of 1.0, a security

with a beta less than 1.0 will be less volatile than the market. A security with a beta

23 greater than 1.0 will be more volatile than the market.

24
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Q- How did Staff estimate SWC's beta?1

2 A.

3

4

Staff used the average of the Value Line betas for the sample water utilities as a proxy for

SWC's beta. Schedule JCM-7 shows the Value Line betas for each of the sample water

utilities. The 0.79 average beta for the sample water utilities is Staffs estimated beta for

5 SWC. A security with a 0.79 beta has less volatility than the market.

6

7 Q.

A.

Please describe expected market risk premium (Rm -- R{)?

8 The expected market risk premium is the expected return on the market above the risk free

9 rate. Simplified, it is the return an investor expects as compensation for market risk.

10

11 Q. What did Staff use for the market risk premium?

12 A. Staff uses separate calculations for the market risk premium in its historical and current

13 market risk premium CAPM methods.

14

15 Q. How did Staff calculate an estimate for the market risk premium in its historical

16 market risk premium CAPM method?

17 A.

18

Staff uses the intermediate~term government bond income returns published in the

Ibbotson Associates' Stocks, Bonds, Bills, and Inflation 2008 Yearbook to calculate the

Ibbotson Associates calculates the historical risk19

20

21

22

historical market risk premium.

premium by averaging the historical arithmetic differences between the S&P 500 and the

intermediate-term government bond income returns for the period 1926-2008. Staffs

historical market risk premium estimate is 6.9 percent, as shown in Schedule JCM-3 .

23

\
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1

.2

Q- How did Staff calculate an estimate for the market risk premium in its current

market risk premium CAPM method?
. ;

3 A.

4

5

6

7

8

9

Staff solves equation 8 above to arrive at a market risk premium using a DCF derived

expected return (K) of 13.68 (2.1 + 11.5889 percent using the expected dividend yield (2.1

percent over the next twelve months) and the annual per share growth rate (1 1.58 percent)

that Value Line projects for all dividend-paying stocks under its reviews along with the

current long-term risk-free rate (30-year Treasury note at 4.62 percent) and the market's

average beta of 1.0. Staff calculated the current market risk premium as 9.06M as shown

in Schedule JCM-3. )
r

10

11 Q-

12

What is the result of Staff's historical market risk premium CAPM and current

market risk premium CAPM cost of equity estimations for the sample utilities?

13 A.

14

Staffs cost of equity estimates are 8.6 percent using the historical market risk premium

CAPM and l 1.8 using the current market risk premium CAPM.

15

16 Q. What is Staff's overall CAPM estimate for the sample utilities?

17 A.

18

19

Staffscverall CAPM cost of equity estimate is 10.2 percent which is the average of the

historical market risk premium CAPM (8.6 percent) and the current market risk premium

CAPM (l 1.8 percent) estimates, as shown in Schedule JCM-3 .

20

8 The three to five year price appreciation is 55%. 1.55°25
9 February 12, 2010 issue date.
'° 13.68% = 4.62% + (1) (9.06%)

1 11.58%
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1
2.

VI, SUMMARY OF STAFF'S COST OF EQUITY ANALYSIS

What is the result of Staff's constant-growth DCF analysis to estimate of the cost ofQ-
8

3 equity to the sample water utilities?

4 A. Schedule JCM-3 shows the result of Staffs constant-growth DCF analysis. The result of

5 Staffs constant-growth DCF analysis is as follows:

6
k 3.7% + 5.8%

7

8 k 9.5%
I

9
s
I

10 Staffs constant-growth DCF estimate of the cost of equity to the sample water utilities is

11 9.5 percent.

12

13 Q. What is the result of Staff's multi-stage DCF analysis to estimate of the cost of equity

14 for the sample utilities?

15 A. Schedule JCM-9 shows the result of Staffs multi-stage DCF analysis. The result of

16 Staffs multi-stage DCF analysis is:

Company Equity Cost
Estimate (k)

American States Water
California Water
Aqua America
Connecticut Water
Middlesex Water
SJW Corp

9.8%
9.9%
10.0%
10.8%
10.9%
9.7%

17

18

19
20

21

22

23

24

25

26

27 Average 10.2%

28

29 Staffs multi-stage DCF estimate of the cost of equity for the sample water utilities is 10.2

30 percent.
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1 Q-

2 A.

3

4

5

What is Staffs overall DCF estimate of the cost of equity for the sample utilities?

Staffs overall DCF estimate of the cost of equity for the sample utilities is 9.9 percent.

Staff calculated an overall DCF cost of equity estimate by averaging Staffs constant

growth DCF (9.5 percent) and Staffs multi-stage DCF (10.2 percent) estimates, as shown

in Schedule JCM~3 .

6

7 Q- What is the result of Staffs historical market risk premium CAPM analysis to

8 estimate of the cost of equity for the sample utilities?

9 A. Schedule JCM-3 shows the result of Staffs CAPM analysis using the historical risk

10 premium estimate. The result is as follows:

11
k 3.1% + 0.79*6.9%

12
k 8.6%

13

14

15

Staff' s CAPM estimate (using the historical market risk premium) of the cost of equity to

the sample water utilities is 8.6 percent.

16

17 Q. What is the result of Staff's current market risk premium CAPM analysis to

18 estimate the cost of equity for the sample utilities?

19 A. Schedule JCM-3 shows the result of Staffs CAPM analysis using the current market risk

20 premium estimate. The result is:

21
k 4.6% + 0.79*9.1%

22

k 11.8%
23

24

25

Staffs CAPM estimate (using the current market risk premium) of the cost of equity to the

sample water utilities is 11.8 percent.

26
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1 Q. What is Staff's overall CAPM estimate of the cost of equity for the sample utilities?

2 A.

3

Staff' s overall CAPM estimate for the sample utilities is 10.2 percent. Staffs overall

CAPM estimate is the average of the historical market risk premium CAPM (8.6 percent)

and the current market risk premium CAPM (11.8 percent) estimates, as shown in4

5 Schedule JCM-3 .

6

7 Q- Please summarize the results of Staffs cost of equity analysis for the sample utilities.

8 A. The following table shows the results of Staffs cost of equity analysis:

)

.I

9

10 Table 2

Estimate
9.9%
10.2%

Method
Average DCF Estimate
Average CAPM Estimate

Overall Average 10.1%

11

12 Staff" s average estimate of the cost of equity to the sample water utilities is 10.1 percent.

13

14 VII. FINAL COST OF EQUITY ESTIMATES FOR SWC

15 Q~

A.16

17

18

19

20

21

Please compare SWC's capital structure to that of the six sample water companies.

The average capital structure for the sample water utilities is composed of 49.0 percent

equity and 51.0 percent debt, as shown in Schedule JCM-4. SWC's capital structure is

composed of 82.2 percent equity and 17.8 percent debt. In this case, since SWC's capital

structure is less leveraged than that of the average sample water utilities' capital structure,

its stockholders bear less financial risk than the sample water utilities. Accordingly,

SWC's cost of equity is lower than that of the sample water utilities.

22
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l Q- What is Staffs ROE estimate for SWC?

2 A.

3

4

Staff determined an ROE estimate of 10.1 percent for the Applicant based on cost of

equity estimates for the sample companies ranging from 9.9 percent for the DCF to 10.2

percent for the CAPM.

5

6 Q.

7

8

9 A.

10

Why does Staff not use a financial risk adjustment to calculate the effect on the cost

of equity capital of the different financial risks posed by SWC versus the sample

companies"

In this case, Staff does not use a financial risk adjustment because SWC is not a publicly-

traded company, and thus, it does not have access to the capital markets.

11

12 VIII. RATE OF RETURN RECOMMENDATION

13 Q. What overall rate of return did Staff determine for SWVC?

14 A. Staff determined a 9.0 percent ROR for the Applicant as shown in Schedule JCM-1 and

15 the following table:

16

17 Table 3

Weight Cost
Weighted
Cost

Long-term Debt
Common Equity

17.8%
82.2%

4.2%
10.1%

0.7%
8.3%

Overall ROR 9.0%
18

19 IX . STAFF RESPONSE TO APPLICANT'S COST OF CAPITAL VVITNESS MR.

20 THOMAS J. BOURASSA

21 Q.

22 A.

23

Please summarize Mr. Bourassa's analyses and recommendations.

Mr. Bourassa recommends a 12.0 percent ROE based on analyses for two constant growth

DCF models (Past and Future Growth and Future Only Growth), as well as historical and
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1
2.

3

4

5

6

current market risk premium CAPM for the same sample of water companies selected by

Staff. Mr. Bourassa also asserts that SWC faces additional risks not captured by the

market models, Such as regulatory and financial risk, and he concludes that a 12.0 percent

ROE presents a reasonable balance resulting from his analyses. Mr. Bourassa proposes

10.66 percent for the overall ROR with a capital structure consisting of 82.83 percent

equity and 17.17 percent debt.

7

8 0onstant-Growth DCF

9 Q. Does Mr. Bourassa give equal weight to historical data and analysts' projections to

10

11 A.

12

13

14

15

16

17

18

19

estimate the growth component of his DCF cost of equity estimate?

No. Mr. Bourassa's DCF cost of equity estimate is based on the midpoint of his (1) Past

and Future Growth estimate and (2) Future Growth estimate. Half of the Past and Future

Growth estimate relies on analysts' projections of earnings growth and the entire Future

Growth estimate relies on analysts' projections of earnings growth. Thus, choosing the

midpoint of the two methods provides analysts' projections with 75 percent of the weight

compared to 25 percent for historical data. In addition, Mr. Bourassa's Past and Future

Growth estimate provides equal weight to stock price, book value per share, earnings per

share and dividends per share. Thus, only one-eighth (12.5 percent) of his method of

estimating the dividend growth relies on the growth in dividends per share.

20

21 Q.

22

Does Staff have any comments on Mr. Bourassa's heavy reliance on analysts'

forecasts to estimate DPS growth in his constant growth DCF estimates?

23 A.

24

25

26

Yes. Generally, analysts' forecasts are known to be overly optimistic. Heavy use of

analysts' forecasts to calculate the growth in dividends (g), will cause inflated growth, and

consequently, inflated cost of equity estimates unless investors give the same strong

weight to analysts' forecasts. Also, heavy reliance on analysts' forecasts of earnings
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1

2

growth to forecast DPS is inappropriate because it assumes that investors discount other

relevant information such as past dividend and earnings growth.

3

4 Q-

5

Does Staff have any evidence to support its assertion that heavy reliance on analysts'

forecasts of earnings growth in the DCF model would result in inflated cost of equity

6 estimates?

7 A.

8

Yes. Experts in the financial community have commented on the optimism in analysts'

forecasts of future eamings.11 A study cited by David Dre ran in his book Contrarian

9 Investment Strategies: The Next Generation found

10

11

that Value Line analysts were

optimistic in their forecasts by 9 percent annually, on average for the 1987 - 1989 period.

Another study conducted by David Drernan found that between 1982 and 1997, analysts

12 overestimated the growth of earnings of companies in the S&P 500 by 188 percent.

13

14

15

16

Also, Burton Malkiel of Princeton University studied the one-year and five-year earnings

forecasts made by some of the most respected names in the investment business. His

results showed that the five-year estimates of professional analysts, when compared with

actual earnings growth rates, were much worse than the predictions from several naive

17 forecasting models, such as the long-run rate of growth of national income. In the

18

19

following excerpt from Professor Malkiel's book A Random Walk Down Wall Street, he

discusses the results of his study:

20
21
22
23
24

When confronted with the poor record of their five-year growth estimates,
the security analysts honestly, if sheepishly, admitted that five years
ahead is really too far in advance to make reliable projections. They
protested that although long-term projections are admittedly important
they really ought to be judged on their ability to project earnings changes

ll See Seidel, Jeremy J. Stocks for the Lona Run. 2002. McGraw-Hill. New York. p. 100. Dre ran, David.
Contrarian Investment Strategies: The Next Generation. 1998. Simon & Schuster. New York. pp. 97-98. Malkiel,
Burton G. A Random Walk Down Wall Street. 2003. W.W. Norton & Co. New York. p. 175.
Testimony of Professors Myron J. Gordon and Lawrence I. Gould, consultant to the Trial Staff (Common Carrier
Bureau), FCC Docket 79-63, p. 95.
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2

one year ahead Believe it or not, if turned out that their one-year
forecasts were even worse than theirfve-yearprojections.

3

4

5

6

7

8

9

10

The analysts fought back gamely. They complained [hat it was unfair to
judge their performance on a wide cross section of industries, because
earnings for high-tech fems and various "cyclical " companies are
notoriously hard ro forecast. "Try us on ut i l i t ies," one analyst
confidently asserted. At the time they were considered among the most
stable group of companies because of government regulation. So we
tried it and they didn't like it. Even the forecasts for the stable utilities
were far off the mark. 12 (Emphasis added)

11

12 Q. Are investors aware of the problems related to analysts' forecasts?

13 A. Yes. In addition to books, there are numerous published articles appearing in The Wall

14

15

16

Street Journal and other financial publications that cast doubt as to how accurate research

analysts are in their forecasts.l3 Investors, being keenly aware of these inherent biases in

forecasts, will use other methods to assess future growth.

17

.12 Malkiel, Burton G. A Random Walk Down Wall Street. 2003. W.W. Norton & Co. New York. p. 175
13 See Smith, Randall & Craig, Suzanne. "Big Firms Had Research Ploy: Quiet Payments Among Rivals." The Wall
Street Journal. April 30, 2003. Brown, Ken. "Anaiysts: Still Coming Up Rosy." The Wall Street Journal. January
27, 2003. p. Cl. Karmin, Craig. "Profit Forecasts Become Anybody's Guess." The Wall Street Journal. January
21, 2003. p. Cl. Gasparino, Charles. "Merrill Lynch Investigation Widens." The Wall Street Journal. Apr i l  l l ,
2002. p. CO. Elstein, Aaron. "Earnings Estimates Are All Over the Map." The Wall Street Journal. August 2,
2001. p. Cl. Dre ran, David. "Don't Count on those Earnings Forecasts." Forbes. January 26, 1998. p. 110.
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1

.2

Q-

3

4 A.

5

6

7

Does Staff have any comments on the study cited by Mr. Bourassa, conducted by

David A. Gordon, Myron J. Gordon and Lawrence .I. Gould14 that he asserts

supports heavy use of analysts' forecasts in the DCF model?

Yes. The article cited by Mr. Bourassa does not conclude that investors ignore or heavily

discount past growth when pricing stocks. Instead, the article describes more generally

that methods exclusively using analysts' forecasts are "popular or attractive models", but

the article does not support the conclusion that these forecasts should be used alone or as

8 the primary estimates.

9 >
:

10 Q. Does Professor Gordon recommend relying exclusively on analysts' forecasts as the

11 measure of growth in the DCF model?

12 A. No. Subsequent to the study cited by Mr. Bourassa,15 Professor Gordon provided the

13

14

keynote address at the 30th Financial Forum of the Society of Utility and Regulatory

Financial Analysts, in which he stated:

15

16

17

18

19

20

21

22

23

24

I understand that companies coming before regulatory agencies liked and
advocated the high growth rates in security analyst forecasts for arriving
at their cost of equity capital. Instead of rejecting these forecasts, I
understand that FERC and other regulatory agencies have decided to
compromise with them. In particular, in arriving at the cost ofequityfor
company X the FERC has decided to arrive at the growth rate in my
dividend growth model by using an average of two growth rates. One is
security analysts forecast of the short-term growth rate in earnings
provided by IBES or Value Line and the other a more long run and
typically lower figure such as the past growth in GNP.

25
26
27
28

Such an average can be questioned on various grounds. However, my
judgment is that between the short-term forecast alone and its average
with the past growth rate in GNP, the latter may be a more reasonable
figure.6 (Emphasis added)

in Gordon, David A., Myron J. Gordon, Lawrence I. Gould. "Choice Among Methods of Estimating Share Yield."
TheJournal of Po/'tfolio Management. Spring 1989. pp. 50-55. (Bourassa's direct testimony, page 30, footnote.)

15 .Ibid.
is Gordon, M. J. Keynote Address at the 30"" Financial Forum of the Society of Utility and Regulatory Financial
Analysts. May 8, 1998. Transparency 3.
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1

2

Simply stated, Professor Gordon would temper the typically higher analysts' forecasts

with the typically lower GNP growth rate by averaging the two.
4:

3

4 Q.

5

6

7

8

9

10 A.

11

12

13

14

How does Staff respond to Mr. Bourassa's statement, "Logically, in estimating future

growth, financial institutions and analysts have taken into account all relevant

historical information on a company as well as other more recent information. To

the extent that past results provide useful indications of future growth prospects,

analysts' forecasts would already incorporate that information."? (Bourassa's Direct

Testimony, Page 30, line 9-12) _

The appropriate growth rate to use in the DCF formula is the dividend growth rate

expected by investors, not analysts. Therefore, while analysts may have considered

historical measures of growth, it is reasonable to assume that investors rely to some extent

on past growth as well. This calls for consideration of both analysts' forecasts as well as

past growth.

15

16 Q-

17

Does Staff have any comments on Mr. Bourassa's slight reliance on historical DPS

growth to estimate DPS growth constant growth DCF estimates"

18 A.

19

20

Yes. As previously stated on section V of this testimony, the current market price of a

stock is equal to the present value of all expected future dividends, not future earnings.

Professor Jeremy Siegel from the Wharton School of Finance stated:

21

22
23
24
25
26
27
28

Note that the price of the stock is always equal to the present value fall
future dividends and not the present value of future earnings. Earnings
not paid to investors can have value only if they are paid as dividends or
other cash disbursements at a later date. Valuing stock as the present
discounted value of future earnings is manifestly wrong and greatly
overstates the value ofthefirrn.]7

H Seidel, Jeremy J. Stocks for the Long Run. 2002. McGraw-Hill. New York. P. 93.
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5

In other words, investors pay attention to earnings as long as they are paid as dividends.

Earnings can easily be overstated. If investors do not receive dividends or other cash

disbursement at a later date, then such earnings are meaningless. Accordingly, historical

DPS growth should receive appropriate consideration in the estimation of DPS growth

component of the DCF cost of equity estimation model.

6

7 Q-

8

Does Staff have any comment on data in Mr. Bourassa Schedule D-4.4 which he uses

to calculate a DCF dividend growth rate in his Past and Future DCF method?

9 A. Yes. Schedule D-4.4 presents calculations based on five years of historical data. Using

10

11

12

13

only five years of data could result in significant variances in the outcomes due to a single

high or low data point. A larger number of data points, i.e., use of more years, is usually

preferable. Also, five years may be too limited to capture a full business cycle, resulting

in unnecessary skewing of the outcomes.

14

| _
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Firm-Spec9'ic Risk

Mr. Bourassa asserts "While the level of debt for SWC- is lower, the proportion of

of construction and contributions-in-aid of

Q-

3

4

5

zero-cost capital (advances-in-aid

construction) in SWC total capitalization i s higher at over 41 percent compared to

the publicly traded water utilities at an average 25 percent."18 He further asserts

6

7

that this higher proportion of zero cost capital contributes to risk and states "Neither

AIAC nor CIAC receive recognition in rate base and thus do not contribute to

8 AIAC is refundable and is an obligation of the Company. Like debt

9

10

earnings.

payments, they have priority claims on the cash flows of the _Company. Granted the

depreciation recovery in rates help cash How the refunds, but the refunds themselves

11

12

13

14

15

16

17 A.

18

19

20

21

22

23

consume cash flow that might otherwise be available to help pay operating expenses

or fund plant replacement and plant improvements. CIAC is non-refundable, but

there is also no depreciation recovery in rates and therefore no cash flow. This plant

will eventually have to be replaced but will have no prior cash flow to help fund the

plant replacement, thus requiring greater amounts and new sources of capital in the

future."19 What is Staff's response?

Contrary to Mr. Bourassa's assertion, advances and contributions provide many benefits to

and are highly sought by utilities. Advances and contributions allow utilities to postpone

seeking capital funds to construct new facilities, and provide long planning horizons for

funding replacement plant. Refunding advances is a mechanism allowing a utility to

gradually and systematically provide capital funding for plant as revenues permit. in other

words, advances-in-aid of construction ("AlAC") refunds are only payable when the

Company has generated revenues from the plant funded by AIAC. Also, as AIAC is

is Direct Testimony of Thomas J. Bourassa, Sahuarita Water Company, Docket No. W-03718A-09-0359, page 19
lines 20-23
19 Direct Testimony of Thomas J. Bourassa, Sahuarita Water Company, Docket No. W-03718A-09-0_59, page 20
lines 3-13

| la l M al llllllllll lIHIIIIIlll\ll\l
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refunded, rate base increases allowing greater potential earnings. Thus, access to zero cost

capital via advances and contributions can reduce a utility's firm-specific risk.

3

4 Q.

5

6

7

Does Staff have any comment on Mr. Bourassa's statement that "Arizona water and

wastewater utilities face legal constraints that limit their ability to obtain rate relief

outside of a general rate case in which the 'fair value' of the Utility's property is

determined and used to set rates?"20

8 A. Yes. The unique regulatory environments of the sample companies and SWC are firm

9

10

11

12

13

14

15

16

17

18

19

specific risks for which investors cannot expect compensation; None of Mr. Bourassa's

comments demonstrate that Arizona is a less favorable regulatory environment from those

of the sample companies. Every regulatory jurisdiction has its own framework with its

own specific identifiable advantages and disadvantages, however, it is the overall effect

that is relevant. Nothing in Mr. Bourassa's testimony provides this overall perspective.

The fact that investors continue to acquire Arizona utilities and invest capital in Arizona

utilities debunks the notion that the regulatory environment in Arizona places utilities at

some disadvantage. The regulatory framework in Arizona has many attractive attributes

including: ability to seek accounting orders, recognition of known and measurable

changes, use of hook-up fees and regulatory responsiveness to utility industry concerns

(e.g., arsenic cost recovery mechanisms and arsenic remedial surcharge mechanisms).

20

I

20 Direct Testimony of Thomas J. Bourassa, Sahuarita Water Company, Docket No. W-03718A-09-0359, page 21
lines 18-21
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1 Q.
2

3

4

5 A.

6

What i s Staff's response to Mr. Bourassa's contention that the market data provided

by the sample water utilities does not capture all of the market risk associated with

SWC due to Arizona regulatory requirements' use of historical test years and limited

out of period adjustment recognition?21.

The examples cited by Mr. Bourassa are examples of firm-specific or unique risks.

Existence of firm-specific risk does not necessarily indicate that a company has more total

7

8

risk than others, as all companies have firm-specific risks. Moreover, as previously

discussed, the market does not compensate investors for firm-specific risk because it can

9 be eliminated through diversification. >
r

10

11 Q.

12

13

14

What is Staffs response to Mr. Bourassa's contention that SWC should receive a

higher cost of equity estimate because of its smaller size through a "small firm risk

premium"22 and to his assertion that SWC is not comparable to the six publicly

traded water utilities in the sample group due to a difference in size?23

15 A.

16

17

18

19

20

21

22

Staff does not agree that SWC should be allowed a small firm risk premium. No generally

accepted analysis demonstrates that utilities are subject to the same size dependent betas

as the general market. The Commission has previously ruled that firm size does not

warrant recognition of a risk premium. in Decision No. 64282, dated December 28, 2001,

for Arizona Water, the Commission stated, "We do not agree with the Company's

proposal to assign a risk premium to Arizona Water based on its size relative to other

publicly traded water utilities...." In Decision No. 64727, dated April 17, 2002, for Black

Mountain Gas, the Commission agreed with Staff that "the 'firm size phenomenon' does

21 Direct Testimony of Thomas J. Bourassa, Sahuarita Water Company, Docket No. W-03718A-09_0359, page 21
lines 25-26
22 Direct Testimony of Thomas I. Bourassa, Sahuarita Water Company, Docket No. W-037 l8A-09-0359, page 40
lines 15-16
23 Direct Testimony of Thomas J. Bourassa, Sahuarita Water Company, Docket No. W-03718A-09-0359, page 39
lines 11-12
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not exist for regulated utilities, and that therefore there is no need to adjust for risk for

small firm size in utility rate regulation."

3

4 x. CONCLUSION

5 Q- Please summarize Staffs recommendations.

6 A.

7

Staff recommends that the Commission adopt a capital structure for SWC in this

proceeding composed of 17.8 percent debt and 82.2 percent equity.

8

9

10

Staff also recommends that the Commission adopt a 9.0 percent RUR for the Applicant,

based on Staffs cost of equity estimates that range from 9.9 percent to 10.2 percent for the

11 sample companies.

12

13 Q. Does this conclude your Direct Testimony"

14 A. Yes, it does.



888
'w"'2°.mas

' u

Me-l
84o
g

92ohm,

o
o"1 a s

W 1"

g 8N 1-
. oW 1-

s  g
9  q
l~ N
v- co

s s
q 9N NF m

ERa
Q.N
o
o

98
3o
4-¢
cm

3 G)
C
.9.-

TI
Q.
m

<.>
o
m
o

'u o
G)
mo
Q .

2
D.
> .
c

a
E 8 Egas' :u

mG)
Q

2
3
o

§ 4-
m 8

o8 w'Qc an
0 5:4
E =f>o u p
8 83mc E.& .2>
- M Q W
w o o ?

m
ca

E E
53
E . 9

8 8 8 3

g
E

g

4.

'T
E
<.>
'1
8
'U
Q)
.C
o
co

§

Q

c
o
8
E
:s
.2
so
o

*o
m_ m
O.- 8Q 1.

O D.
m- >~Q E

m
o_
E

m4- a
a

ml) E 'n-1

Ti
re.
a
nom.
o'-D.,..3L)o

8883
Fa?"
w'8_<3

GJ_Cm.go
38.Una

3 P K
.-s < 8
g ( D

CO
w

E cOf..
O
2
i s

3 Q

9*
E
UW
1:cll
"P
E
u")
8
2

3u
in

* 8E. o
g.
G.
:s
mD

m
u'>m
9cm
9
<of

coo

é
d
z
...G).XO
o
O



it. Docket No. w-03718A-09-035,.~ Schedule JCM-2

6

intentionally left blank

a
I



s
v -

o
1 -

8
1-
o
1-

S 8 s
xi 10 n. m

ca o m

8 88
- d

xi (D of N

o f F 1-

l l II IIl l 11 II

(D N

88 8m 1-
co m

+ + >< X x

nd$
LT

m G)

" ff reo O
8
'm

D.
O4

+ + +

\° \°
El 32

m q-

4 :

|...

E
as

in SO 'Q'

L L  E

E cs
E

(D

m E .-
m an 8
E  E  o
as -- |-> w
< .3'U

m

m

TO
D
c
m
r:
u.

E

6 l * 3 ( Q N

838

Q)

cu

.§ vo

*"'° .§
o"'="'
OLul.um
.CLLLLEcogoo

8885
5`<8.<2 g,
E L..
u .
O
Q

"E
D y 8
E=~
8
D-25D_ll)
~z<, Lu

502
§-<mf*Ema
m U)

m
as

G)
>
<

' U
o

-5
Q . - E

2 .g E
E _Q m
8 .Q 8I Oo

up
E
L)
- J

2
3
'U
G.)
o
CD

c.

9

§
C
O
1:

i
I

...

Q

uan
ms
' o
.ac
o I

(B

_u
¢u
o
mu:

Q 48
(5 m

SWE.JJJ 5
go_
>_8'cu=*3
W en.___°
E'89-
8o 8

cy
2.9
a L » §

._-1...

:5

cu

cu
3

. c
as
(D

8
88
38
E E '

"s
44
83
38

op

i
1,ll4

ll0
>-
onooN
E
m
w
nm
U

== .2uowan
4
co
.5oD
8
Eo

' u
la44
2

_u
Eu
u

E
.3
E
E
D.

m
u'>
<*>

9
m

°
<
o f

E
uc
>-

E.Et :
a z-
8.3
28

a ' 8
3 l.S Ss -..

s§ :s 5 2
,g .2

v- n n v 1n la l~

zm
E

c _:'u
E

'Txw
2

go
4

~3
:z
5
g

E
*a
1"811
E
1;
u
1:
o*»
8

:I
m
9
g
6
2
...a>
. z
oo
D



|-

8o
oc

s
q
o

1 '

QQQQQQo o o o o oo o o o o o

s
°!Nea

s
qmq-

o
E
EoLd
O

o o o o\ 8 8 o o
m o ¢v>

+ 4

.Q

MQ

o Q  Q
N v <o
o N co m co m
LD W no LD m q-

s
et
N
1 '

S
o
1 -
I n

s  g  8  s  8  8
of *Q v. re q vs
OF N co co N F
9- LD v v v LD

c
(5

m

o

Cl)

3
3

Er:

E
o
O

_et

""" .Q..
m¢uox§

cu* cm.QE<a»mo
29

-U->
U)

.9
m
3 |.
ID 4 L..

cu u: cu

CD E : 3

a .Q as
E To u' o --< o < <.> E

Q.mo
'a3

U)
.g_>
*_
8

|...

o
<

I

m
' :
m
3
.c
cu
CD

3

2
g
.Q
Q.
E
CO
cm
m
ow
(B

9
<

9

4.

<r
E
O
" z

2
3
'u
G)

. c
O
U)

1

, c

§

Q
1

I

E
3

\

.5_

o m

EE
23
02
,goQ.82
* g°cu
w e
Qw-

g
815
E T
a u :

8 8
'Urs3 0
go,
as
.828<

m
E
.J
GI
3
m
>
E
oL-4-

E
G:
LD
co
9
m
9
<
of

m

2
NQ.
E
o
u
ea

3
2
Q.

3 E
o N
<0 U)

as
U
L-

l\off
o.
3
clZ
4-4
a>

. 2
o
O

D

llllll 1-11



m 8 'c
m cuC _C *"
E cm
(U
LIJ

w..
o cm
.Q D-I

L.. o upq) |_
g_ D..

._,._,.
2 2 °

8l~
m

.Q .Q.Q

3 z 8 8 f  ' " ° " "
o .

b u z z

$88888n¢®al
m m co v- n mLu

3U) 2 Q
U) go N
c  . c
C U)
m
LIJ

o cm

vb
0- ca

s
n
cf:

.__.__.
Q  o  9

s
*1
Q

m  4
o  Q

.Q.Q.Q
'a"a*6

$ $ $ m m w
9 9 9 L
* N w m m m

t o o

: 6
$8m
.laAmi

888888oomomvm
1"QN1-Nl-D

8
.

et:

no
o

8  9  o
C N N  F
an .: o cm
U (D +4 D.

§~8"0- on

I..
2
m
3

m

8 8
*ea
0:3
Gs
£ E <

c
m

8
'.i,-§§

8 3 "- = - 5 ;
U Q X Q .
E r - u > ' 5

m e : U
E E  8 8 E 3
<<. ><oEu>

Eo
0

m
.Q
81
-8
3

G)

3
2

mI .

Q.
Em
(D
G)UP

9<

"\

*

LE
E
O
">
2
3
'u
GJ
.c
O
CD

E

a
r

E

8
Q

mg
8 3

Q.
E

C

.Q
_W3
_om
O m_'U
88'au
ms m

o--.9
139%- - 83
g m
QU)

8Q  8 2
EIJJ
Q--cu
g-CU)
2 ?m o
3 : 9
m
r-"

cu
3

. CCO
co

3

mmm
9C)
9<of
Nmo
8
d
z
-a l
G.).xo
o
o
D

3 ea
.E.J
as
3l l
>-



up
>

Q G) +
s
1-
m

8 'u
m c g)

8= Q.U)

££8mwm
°QC'!' Q8Q

2 3
. Q o¢u'C¢~4"'
<='§ sN

s.. L. mOf
<tQQ<*2<*z©~¢coo>m¢<-

>
.43 o 2 +

casign
U) 1-

S
1 -

N

8  8  8  8  8  8
.4 4 co' d N o

. z
L)
O+4
U)

m
o
8991
.cmU.

o U
._,._.,. s

1-
no

C `U
O .c G). .u k..

.as -QI
o39

we
n : :SZ

C E C

$88wm®
Y Q Q Q Q Q
<0<°""a.aa

O O O
b u z z

02.EI
s
v-
¢*>

8 8 8 8 8 8
m N u'> N v- vQ Q n. co v

o fC o
.Q .c 3
E E

G.)

an (9 0*m
or cw

cmG)
E
E
3

(A \ .

2 _Qm

3
L..8
83

cu go E cu
CD- 3 'E 8' 3 Q.
C (B E 1:

(0
L.. O

E
o
<.>

m.°'. o
. 9  E < 8 3 o
a>::'"£9
E E  3 8 E 3
< o < r . > § c o

L-
cm...

g
.93
Q.
E
m
cm
G.)
m
m
0.)
>
<

.

0

"P
E
C.)

23'Da>J:O
CD

c

'E

E

Co
853
2m
L)

)
I

Q
L g . :

`5§

O

E'-o. Q

-m

Q
cm

Eu m
r.:

023

0CD 5.
<92

>.-9"
8 8 39.'E"'

cu885L (Dq)

s
m:°.::
m3.cmco

E

O)min
9m
<9
<of

3

>
o
c
o

s
z
fn
s
' u

i s

m u m

E E E444.-.H
o =»e§.=.
a s s t - ~> > > E . 2 .

no: : :|

<-

pp
9
3
d
..m
ooD



+-I
cu a> S!

m
co
o

§C\53l\©M>I\K\O
<Q<<>.<n©.©Q°2

CO
G.)

m
N
o

G)
_S

0) m°9'w°Q°Q°Q°2

(U
>

l~
1 '

GO et v- ©. "°l
v- v- N v- v" v-

O*__ M
9 8
2  m

of LD q- N

us l< d ed of LE
1 - W

an cm '_
3 of c*> C") N o O

>
.z
o
O
m

O FT N r~ m ca m
IN 1.-' o v- 1-

m €"7 N

GJQ  C'E v-'No.....
4-1 ¢~'> m r~ N 1~ N
8 . Q v' v '  N
cm N

E mum;
388888

L..
U.)

3 3

(/31...
mm

5 ;
C N E

o
:*:

s...
o

c*
838a>

E

G.)
"dl
; G.)

'Es

88888
Q X Q .

: € 5 - - : a x
M2 E<88o'- ms
8<8go83

a>
us
soL..
a>
>
<

A

'T
E
L)
- 1

2
3
'o
G)
.C
O
U)

5:

Q

E

1
I

Q

U)

CO---u)5.9
jI".L'
_Oz
m y
Um
EE
83
OF
.._ Q .BE7,-:<5
o
we
>cg
m mQQ

TO
Q

E
8  . . .

O

8g .E
3 LL

' o
_cg a>
- -  o
cu 2
3 an

in
(D

4.-1

1...
E

m
LD
c*>
9
m
<9
<
of
1 -
I \
cf>

9
3
6
Z

3

l~
qD

5. gt
* s 3 2
£ 8 ; 8

QQQQQ

E
...J Q

1--1Q.

-¢-I

GJ.z
U
O
D

|



8 .> of
v ' Of) N

o \ 8
1" . . . . .
m q- m m Lo m

cm
8
et
m

o .u

I O_ I D_ o

m mC
.Q
4-1

m

2_92(D (D (D .8 .3
8 iv
UJ

N m

8 2

~2 M *Q G) £ £

</»_ Q`§*§
o

'*8§§§
8 2 o

D O L L ! C/JU)

' :
O(D
G.)
Q

m
U)
(0
L -
m
>
<

A

O

<19
E
O
- 3

2
3
'U
G.)
.c
O
co

2

.Q

E
a
r

O
O

O cu. E  g

E.
E
m
(D

Q.
m

E
m
3
.c
m
(D

w

E
C m

kg
__m__>

- U pm._U.:
_QE
- - o

§ ? 8
c75:3o<3

CMia:
Q C W

E-oo w
0-3

G)8*"x

"5
-8

'cl
3
_o
m
O

§ "?
E E
U U-a -a
2 2
U 'um 9
.c J:
u u
m ID
v- N

"r

m
LD
m
9
m
<9
<co
v '
r \
cf>

9
3
d
-A-4

Q)
.><
o
o
a



'584
o x
U P,gnu
B E
CTI: -

UJL@

8
°Q
Q)

8
<8
G)

g
Q
O
T "

g
et
o\"'

8
9
T "

8
Im

m

.C
§
9 »-4
cm Q

31N
G.)
or
(0

4- 4

co

8
©.
(O

8
co
co

s
co
CD

8
co
co

8
co
co

8
<12
co

v
'D

c~'>
eto.c

§
9m

m'u
w
'
o

Lf) N v m m <-
15" 1-° <") CD G) I\ l\

v -  r " '  o  Q  o  o

GJ
m
Eu...

CD
N r dm ._
"u QCJ
Q)
E
>
a
U
a>...
o
q)
O
o. of LD 1- v LD o

-3 Q n. <q GO 1 re
v' v* O o o o

(1) m T* N v- (\|m
m

2=0,_,9.._ Q v ' L D C * 4 * ¢ C\l
g o ,  Q o v c o w m w

3 4
Q D .

X:cu o o-

L..
2

g m

3§¢§%
Ema g(/>§"5l3

__ E - - 0.) \--

8  E < 6 8 8
3

C
(5

E
o

<_>

Q)3; 882cu o - -<o 3o23

of
t*!v-

1-'
n .
1-

of
<r.

<4
v '

N
fo

of
<Q
o

T...

` _ .

LO
Q
1-

CD
et
o

W'
of
o

an

.*\

r
1 _.

Go
E
O

2
3
'D
G)
.C
O

C/J

8
n_
o
1 -

.9

ED
U)
cu
L .

3
<

8.

r-\
8 =

|

I Q
+

I

v-4

|

8

v
a.>

8°
4-v
m

cm
(_) m

o
GJ
>~.

4-»
m Q

1
81 :50

+ |
=QI o

1-4
G.)

*é
'U
2
O
8.
><
U.)
.¢:
§
O
Eb

|

C

.Q
E3
2as
o

.=3.,,
°-2'Wm

.EE-
;

8E~
>~ §
,,_8»¢»

WE.
Em

3 0 )

+

G)
o

v-1
s..
D.

.M
O
O4-A
m

be
cE

'O
'D
G.)

4 - 1

O
a>
Q.
>¢
0

Q..
><:

'4-4O
8Cd
1-4

Q
4 Q

+

.9
:*
C'
0)
Q-4
O

v-4

4-1
s:
q.)
1-4
x-.
:s
o

-'é3
c
it)
'U
:E
'O

4-»
m
o
o

C

£8
GJ
>\

§
O r:
Eb a
8
5; x:
s: 'Q
O 8

G.)
oz
8 u
4-4 'U
o 5
a .8
>~. 'E

w

Q)

4-4

8
4-4
(I)
c
O
O

Cm
E ~
of/D
o h
E

:2'c
cy
3

. C
m
CD

II ll II II II ll

9 Qo Q` 44 : 4= =
m

E 11 11)
1-4 c

.E
3
11Q~0

4
a

c
|-

re'_ u-3 o

3

8
g

E E

m
Lf)
c*>
9
m
9
<
co
N€*>
o

3
d
2
Q).zO
o
D

E

E3
=a
38

388E"i
838

* s 83:88

£ 8 2
S e .

1°'



1 1

*L
EXHIBIT

BEFORE THE ARIZONA CORPORATION COMMISSION f8E3 3
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DOCKET no. W-03718A-09-0359IN THE MATTER OF THE APPLICATION OF
SAHUARITA WATER COMPANY, L.L.C.
("SWC") FOR AN OPINION AND ORDER OF
THE COMMISSION (i) DETERMINING THE
FAIR VALUE OF THE UTILITY PROPERTY
OF SWC FOR RATEMAKING PURPOSES, (ii)
PIXING A JUST AND REASONABLE RATE
OF RETURN THEREON, (iii) APPROVING
R.ATES AND CHARGES DESIGNED TO
PRODUCE REVENUES SUPFICIENT TO
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\ Surrebuttal Testimony of Juan C. Enrique

Docket No. w-03718A-09-0359
Page l

1 1.  INTRODUCTION

2 Q-

3 A.

4

5

Please state your name, occupation, and business address.

My name is Juan C. Mamique. I am a Public Utilities Analyt employed by the Arizona

Corporation Commission ("ACC" or "Commission") in the Utilities Division ("Start"').

My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

6

7 Q. Are you the same Juan C. Manrique who tiled Direct Testimony in this case?

8 A. Yes, I am.

9 3
r

10 Q. What is the purpose of your Surrebuttal Testimony in this rate proceeding"

11 A.

12

13

14

15

The purpose of my Surrebuttal Testimony in this rate proceeding is to report on Staff" s

updated cost of capital analysis with its recommendations regarding Sahuarita Water

Company, LLC's ("SWC" or "Applicant") cost of capital and to respond to the cost of

capital portion of the rebuttal testimony of SWC's witness Mr. Thomas J. Bourassa ("Mr.

Bourassa's Rebuttal").

16

17 Q- Please explain how Staffs Surrebuttal Testimony for cost of capital is organized.

18 A.

19

20

Staffs Surrebuttal Testimony for cost of capital is presented in four sections. Section I is

this introduction. Section II discusses Staffs updated cost of capital analysis. Section HI

presents Staffs comments on Mr. Bourassa's rebuttal testimony. Lastly, Section IV

21 presents Staffs recommendations.

22

23

24 Q.

25

11. COST OF EQUITY AND OVERALL RATE OF RETURN

Did Staff update its analysis concerning the Applicant's cost of equity ("COE") since

it tiled its Direct Testimony?

26 A. Yes. Staff updated its analysis to include the most updated data available.
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EXECUTIVE SUMMARY
SAHUARITA WATER COMPANY, L.L.C.

DOCKET no. W-03718A-09-0359

The Surrebuttal Testimony of Staff witness Juan C. Enrique addresses the following issues :

n

Capital Structure - Staff recommends that the Commission adopt a capital structure for Sahuarita
Water Company, LLC ("SWC" or "Applicant") for this proceeding consisting of 17.8 percent
debt and 82.2 percent equity.

Cost of Et_uitv - Staff recommends that the Commission adopt a 10.3 percent return on equity
("ROE") for the Applicant. Staff" s estimated ROE for the Applicant is based on cost of equity
estimates for the sample companies ranging from 9.5 percent for the discounted cash flow
method ("DCF") to ll.l percent for the capital asset pricing model ("CAPM").

Cost of Debt - Staff recommends that the Commission adopt the Company-proposed 4.2 percent
cost of debt.

n

Overall Rate of Return -.
("ROR") of 9.2 percent.

Staff recommends that the Commission adopt an overall rate of return

Response to the Rebuttal Testimony of Applicant's witness Mr. Thomas J. Bourassa - The
Commission should reject the Company's proposals to allow for a firm size adjustment and to
rely heavily on analysts' forecasts for DCF estimates.
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Surrebuttal Testimony of Juan C. Enrique

Docket No. W-03718A-09-0359
Page 2

1 Q- What is Staff's updated COE?

2 A. Staffs updated COE is 10.3 percent. In Staffs Direct Testimony, the COE was 10.1

3 percent.

4

5 Q- What is Staff recommending for SWC's COE?

6 A.

7

Staff is recommending a COE of 10.3 percent derived from its updated cost of equity

estimates that range Nom 9.5 percent to 11.1 percent.

8

9 Q. Did Staff update its analysis concerning the Applicant's overall rate of return?

10 A. Yes.

11

12 Q. What is Staff's updated overall rate of return?

13 A. Staff" s updated overall rate of return is 9.2 percent.

14

15 Q. What is Staff recommending for SWC's overall rate of return?

16 A.

17

18

Staff is recommending an overall rate of return of 9.2 percent. Staff" s recommendation is

based on a COE of 10.3 percent, a cost of debt of 4.2 percent and a capital structure of

82.2 percent equity and 17.8 percent debt, as shown in Surrebuttal Schedule ICM-1.

19

|
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Surrebuttal Testimony of Juan C. Marque

Docket No. W-03718A-09-0359
Page 3

1 III. RESPONSE TO THE REBUTTAL TESTIMONY OF THE APPLICANTS COST OF

2 CAPITAL WITNESS

3 Mr. Bourassa 's Rebuttal
_, 4 .

4 Q.

5

6

7 A.

8

Mr. Bourassa addresses a list "of  the alleged 'attractive attributes' Mr. Enrique

has identified," then proceeds to argue the merits of each one listed? Does Staff have

a response to these arguments?

Yes. Mr. Bourassa chose to cherry-pick certain aspects of other regulatory environments

to dismiss the examples given in Staff" s Direct Testimony of attractive attributes of

9 Arizona ratemaking regulation. These arguments ignore the central tenet of Staffs
s

10 argument :

11

12

13

14

15

16

17

18

The unique regulatory environments of the sample companies and SWC
are firm-specQ'Ec risks for which investors cannot expect compensation.
None of Mr. Bourassais comments demonstrate that Arizona is oz less
favorable regulatory environment from those of the sample companies.
Every regulatory jurisaliction Nas its own framework with its own specific
identifiable advantages and alisaclvantages; however, it is the overall effect
that is relevant

19

20 In other words, regulatory risk is a firm-specific risk whether it is in Arizona or another

21 state. Investors cannot expect to be compensated for firm-specific risks as these can be

22 diversified away.

23

1 Mr. Bourassa's Rebuttal, pages 21-25
2 Enrique Direct, page 41, lines 8-13
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4 Surrebuttal Testimony of Juan C. Enrique

Docket No. W-03718A-09-0359
Page 4

1 Q.

2

3

4 A.

5

6

7

Does Staff have. a response to Mr. Bourassa's assertion that "Again, if analysts'

estimates already consider past growth, then Staff vastly overstates the impact of

past growth rates in its DCF model."3? .

Yes. Mr. Bourassa makes this assertion as if the only factor investors look at is analysts

growth rates. Investors do rely on analysts' forecasts as one factor in investment

decisions, however, other factors such as historical data also factor into investors'

investment decisions.

8

9 Iv. STAFF RECOMMENDATIONS
3
J

10 Q-

11 A.

What are Staff's recommendations for SWC's cost of capital?

Staff makes the following recommendations for SWC's cost of capital:

12 l.

13 2.

14 3.

15 4.

Staff recommends a capital structure of 17.8 percent debt and 82.2 percent equity.

Staff recommends a cost of debt of 4.2 percent.

Staff recommends a cost of equity of 10.3 percent.

Staff recommends an overall rate of return of 9.2 percent.

16

17 Q, Does this conclude your testimony?

18 A. Yes, it does.

3 Mr. Bourassa's Rebuttal, page 14, lines 10-12
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EXHIBIT
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BEFORE THE ARIZONA CORPORATION COMMISSION
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Chairman

GARY PIERCE
Commissioner

PAUL NEW MAN
Commissioner

SANDRA D. KENNEDY
Commissioner

BOB STUMP
Commissioner

DOCKET no. W-03718A-09-0359

)
:

IN THE MATTER OF THE APPLICATION OF
SAHUARITA WATER COMPANY, L.L.C.
("SWC") FOR AN OPINION AND ORDER OF
THE COMMISSION (i) DETERMINING THE
FAIR VALUE OF THE UTILITY PROPERTY
OF SWC FOR RATEMAKING PURPOSES, (ii)
FIXING A JUST AND REASONABLE RATE
OF RETURN THEREON, (iii) APPROVING
RATES AND CHARGES DESIGNED To
PRODUCE REVENUES SUFFICIENT To
RECOVER SWC'S COST OF SERVICE AND
AUTHORIZED RATE OF RETURN, AND (iv)
PROVIDING FOR THE RECOVERY OF
CERTAIN FINANCINGS AND OPERATING
EXPENSES THROUGH A SURCHARGE AND
A PASS-THROUGH TARIFF. RESPECTIVELY

)
)
)
)
>
)
)
)
)
)
)
)
)
)
)
x

DIRECT

TESTIMONY

OF

JEFFREY M. MICHLIK

PUBLIC UTILITIES ANALYST v

UTILITIES DIVISIUN

ARIZONA CORPORATION COMMISSION

APRIL 22, 2010
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EXECUTIVE SUMMARY
SAHUARITA WATER COMPANY, LLC

DOCKET no. W-03718A-09-0359

Sahuarita Water Company, LLC ("SWC" or "Company") is an Arizona Limited Liability
Company. The Company is engaged in the business of providing Water utility services in
Sahuarita, Arizona. The Company served approximately 4,700 water customers during the test
year ended December 31, 2008. The Company's current rates were approved in its original
Certificate of Convenience and Necessity Application, Decision No. 59431, dated December 28,
1995.

Rate Application:

The Company proposes rates that would increase operating revenue by $1,162,216 to
produce operating revenue of $3,377,359 resulting in operating income of $890,209, or a 52.47
percent increase over test year revenue of $2,215,143. The Company also proposes a fair value
rate base ("FVRB") of $7,418,410, which is its original cost rate base ("OCIRB"), and a 12.00
percent rate of return on the FVRB.

Staff recommends rates that would increase operating revenue by $262,416 to produce
operating revenue of 82,477,559 resulting in operating income of $783,842, or an 11.85 percent
increase over adjusted test year revenue of $2,215,143 Staff recommends an OCRB of
38,709,357 which is its FVRB, and a 9.00 percent rate of return on the FVRB.

Central Arizona Ground Water Replenishment District ("CAGRD") :

Staff recommends approval of a CAGRD adjustor mechanism, subject to certain
conditions.

Accounting Order:

Staff recommends denial of the Company's request for an accounting order related to
arsenic media costs for future consideration in a rate case.
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4 Direct Testimony of Jeftrcy M. Michlik
Docket No. W-03718A-09-0359
Page l

1 INTRODUCTION

2 Q. Please state your name, occupation, and business address.
4  E

3 A.

4

5

My name is Jeffrey M. Michlik. I am a Public Utilities Analyst V employed by the

Arizona Corporation Commission ("ACC" or "Commission") in the Utilities Division

("Start"). My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

6

7 Q. Briefly describe your responsibilities. as a Public Utilities Analyst V.

8 A.

9

10

11

In my capacity as a Public Utilities Analyst V, I analyze and examine accounting,

financial, statistical and other information and prepare reports based on my analyses that

present Staffs recommendations to the Commission on utility revenue requirements, rate

design and other matters. I also provide expert testimony on these same issues.
|

12

13 Q- Please describe your educational background and professional experience.

14 A.

15

In 2000, I graduated from Idaho State University, receiving a Bachelor of Business

Administration Degree in I

16

Accounting and Finance, and am a Certif ied Public

Accountant with the Arizona State Board of Accountancy. I have attended the National

17

18

Association of Regulatory Utility Commissioners' ("NARUC") Utility Rate School,

which presents general regulatory and business issues .

19

20 Prior to

21

22

I joined the Commission as a Public Utilit ies Analyst in May of  2006.

employment with the Commission, I worked four years for the Arizona Office of the

Auditor General as a Staff Auditor, and one year in public accounting as a Senior Auditor.

23

24 Q- What is the scope of your testimony in this case?

25 A. I am presenting Staff" s analysis and recommendations regarding Sahuarita Water

26 Company, LLC's ("SWC" or "Company") application for a permanent increase in its rates
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Docket No. W-03718A-09-0359
Page 2

I

1

2

3

4

and charges for water utility service within Pima County, Arizona. I am presenting

testimony and schedules addressing rate base, operating revenues and expenses, revenue

requirement, and rate design. Staff witness Juan Manrique is presenting Staff s cost of

capital. Mr. Marlin Scott Jr. is presenting Staffs engineering analysis and related

5 recommendations.

6

7 Q. What is the basis of your testimony in this case?

8 A.

9

10

11

I performed a regulatory audit of the Company's application and records. The regulatory

audit consisted of examining and testing financial information, accounting records, and

other supporting documentation and verifying that the accounting principles applied were

in accordance with the Commission-adopted NARUC Uniform System of Accounts

12 ("USOA").

13

14 BACKGROUND

15 Q- Please review the background of this application.

16 A.

17

The Company is an Arizona limited liability company. The Company is engaged in the

business of providing water utility services in Sahuarita, Arizona. The Company served

18 approximately 4,700 water customers during the test year ended December 31, 2009. The

19

20

Company's current rates were approved in its original Certificate of Convenience and

Necessity application, Decision No. 59431, dated December 28, 1995.

21
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Page 3

1 CONSUMER SERVICES

2 Q. Please provide a brief history of customer complaints received by the Commission
,<'

3 Additionally, please discuss customer responses to the

4

regarding the Company.

Company's proposed rate increase.

5 A. A review of the Commission's Consumer Services database for the Company from

6 January 1, 2007 to April 7, 2010, revealed the following:

7

8

9

10

11

12

13

2007 ... Zero complaints, inquiries and opinions.
2008 - Three complaints (two billing, one disconnect/termination), zero inquires and
opinions. )
2009 - Zero complaints, inquires and opinions. .
2010 - Zero complaints, inquires, and three opinions opposed to the rate increase.
All complaints and inquiries have been resolved and closed.

14

15 COMPLIANCE

16 Q.

17 A.

Please provide a summary of the compliance status of the Company.

A check of the ACC's Compliance database indicates that there are currently no

18 delinquencies for the Company.

19

20

21

SUMMARY OF FILING, RECOMMENDATIONS, AND ADJUSTMENTS

Please summar&e the Company's proposals in this tiling.Q.

22 A.

23

24

25

26

The Company proposes rates that would increase operating revenues by $1,162,216 to

produce operating revenue of $3,377,359 resulting in operating income of $890,209, or a

52.47 percent increase over test year revenue of $2,215,143 The Company also proposes

a fair value rate base ("FVRB") of $7,418,410 which is its original cost rate base

("OCRB"), and a 12.00 percent rate of return on the FVRB.

27
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1

2

Q. Please summarize Staff's recommendations.

A.

3

4

5

Staff recommends rates that would increase operating revenue by $262,416 to produce

operating revenue of $2,477,559 resulting in operating income of $783,842, or an 11.85

percent increase over adjusted test year revenue of $2,215,143. Staff recommends an

OCRB of $8,709,357 which is its FVRB, and a 9.00 percent rate of return on the FVRB .

6

7 Q. What test year did the Company use in this filing?

8 A. The Company's rate filing is based on the twelve months ended December 31, 2008 ("test

9 year"). )

10

11 Q. Please summarize the rate base adjustments addressed in your testimony.

12 A. My testimoNy addresses the following issues:

13

14

15

Post-Test Year Plant -. This adjustment increases Plant in Service by $2,850,253 and the

associated funding source by $1,877,809.

16

17

18

Plant Not Used and Useful - This adjustment decreases Plant in Service by $327,565 and

the associated funding source by $76,082.

19

20 This adjustment decreases accumulated depreciation by

21

Accumulated Depreciation -.

$327,565 based upon the adjustments Staff made to plant in service.

22

23

24

Customer Deposits - This adjustment increases customer deposits by $96,204 to include

customer deposits .

25
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l Accumulated Deferred Income Taxes -. This adjustment decreases Accumulated Deferred

2 Income Taxes by $338,625 to reverse the Company's pro-forma adjustment since the

3 Company does not pay income taxes.

4

5 Q- Please summarize the operating revenue and expense adjustments addressed in your

6

7 A;

testimony.

My testimony addresses the following issues:

8

9

10

11

Affiliate Management Fees Expense - This adjustment decreases outside service expense

by $189,628 to remove overhead and affiliate profit related to the unregulated affiliate's

business operations.

12

13 Beverage Expenses This adjustment decreases outside service expense by $751 to

14 remove expenses not necessary to the provision of water services.

15

16 Water Testing Expense This adjustment increases water testing expense by $1,632 to

17 reflect the amount recommended by Staff.

18

19

20

Rental Expense .- This adjustment decreases rental expense by $1 1,299 to reflect a known

and measurable change in the Company's rental contract.

21

22 Rate Case Expense This adjustment decreases rate case expense by $30,000 to reflect

23 Staffs normalization over 5 years.

24

25 This adjustment decreases depreciation expenses by $1,592 to

26

Depreciation Expense -.

adjust depreciation based on Staffs recommended plant in service balances .
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l

1 This adjustment decreases property tax expense by $14,219 to

2

Property Tax Expense

adj use property taxes to Staff' s adjusted test year and recommended revenues.
U

3

4 Income Tax Expense This adjustment decreases income tax expense by $104,948 to

5

6

reflect the fact that the Company does not pay income taxes, as it is classified by the

Internal Revenue Service as a pass-through entity.

7

8 RATE BASE

9 Fair Value Rate Base
3

J

10 Q~

11

Did the Company prepare a schedule showing the. elements of Reconstruction Cost

New Rate Base?

12 A. No, the Company did not. The Company's filing treats the OCRB the same as the FVRB.

13

14 Rate Base Summary

15 Q»

16

Please summarize Staffs adjustments to the Company's rate base shown on

Schedules JMM-2 and JMM-3.

17 A.

18

19

20

21

Staffs adjustments to the Company's rate base resulted in a net increase of $l,290,947,

from $7,4l8,410 to $8,709,357. This net increase was primarily due to* (l) the addition of

post-test year arsenic treatment plant, (2) the removal of post test year plant and plant that

was not used and useful, (3) an adjustment to accumulated depreciation, (4) an adjustment

to customer deposits, and (5) an adjustment to remove accumulated deferred income taxes.

22

23 Rate Base Aajustmenf No. I .- Post-Test Year Plant

24 Q- Did the Company propose to include certain post test year plant in rate base?

25 A. Yes. The Company proposed inclusion of $1,844,270 for the costs related to Well #23 .

26
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1

2

Q- Did Staff make an adjustment to the proposed post-test year plant in rate base?

A.

3

Yes. Staff increased post-test year plant by $2,850,253, from $1,844,270 to $4,694,521

as shown on Schedule JMM-4.

4

5

6

Q.

A.

Did Staff actually make two distinct adjustments related to post-test year plant?

Yes, Staff removed the original $1,844,270 that the Company requested for Well #23, but

added $4,694,523 for the arsenic treatment facility.7

8

9

10

Q- Does Staff typically allow the inclusion of plant that was completed after the end of

11 A.

the test year?

No. Staff has historically only recommended the inclusion of post test year plant in

12 unusual circumstances.

Q. Why did Staff remove the $1,844,270 that the Company proposed?

A. Marlin Scott, Jr., Staffs Engineer, inspected the entire system and determined that the test

year well and storage capacities were sufficient and, therefore, concluded that Well No. 23

was not needed. (See Staff Engineering Report, Section I, Post-Test Year Plant).

Q-

A.

Is the $1,844,270 related to the cost of the arsenic treatment plant"

No, it is not.

13

14

15

16

17

18

19

20

21

22

23

24

Q- Did the Company request that the $4,694,523 for the post-test year arsenic treatment

facility be included in rate base in this rate case?

A.

25

26

No. However, the Company is seeking an Arsenic Cost Recovery Surcharge Mechanism

("ACRSM") to cover the debt service on the Water Infrastructure Finance Authority

("WIFA") loan obtained to finance the construction of the facility.
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1 Q- Is Staff familiar with the ACRSM adjustor mechanism that the Company is seeldng?

2 A. No. The Commission has approved two different methodologies to assist water utilities in
_,G

3

4

5

6

7

recovering the costs of constructing arsenic remediation facilities and the operating

expenses directly attributed to arsenic remediation. These methodologies are the arsenic

cost recovery mechanism ("ACRM") and the arsenic remedial surcharge mechanism

("ARSM"). The benefits to water utilities provided by these two methodologies are

mutually exclusive and cannot be combined without potential harm to ratepayers.

8

9 Q- As an alternative to an ACRM and ARSM, does Staff  recommend including the

10 $4,694,523 in post-test year arsenic remediation plant in rate base?

11 A.

12

13

Yes. In this case, construction of the treatment facility has been completed and the plant

is currently in service, treating drinking water for the existing customers. Further, the

plant is necessary in order for the Company to meet the safe drinking water mandates of

14 the Environmental Protection Agency. Therefore, under these circumstances, Staff

15 recommends the plant's inclusion in rate base.

16

17 Q- Did the Company receive federal assistance in financing the arsenic treatment plant?

18 A. Yes. The Company was awarded a 40 percent forgiveness of principal on its WIFA loan.

19 a

20 Q.

21

Did Staff make a corresponding adjustment of 40 percent, or $1,877,809, to the

54,694,523 loan amount?

22 A. Yes. Staff has classified the 40 percent forgiveness amount as a contribution in aid of

23 construction ("CIAC").

24



44

* H Direct Testimony of Jeffrey M. Michlik
Docket No. W-03718A-09-0359
Page 9

l Q- What is Staff's recommendation?

2 A.

3

4

Staff recommends increasing post-test year plant in rate base by $2,850,251 from

$1,844,270 to $4,694,521 and increasing CIAC by $1,877,809, as shown on Schedules

JMM~3 and Jmm-4.

Rare Base Aayustmenr No. 2 -. Plant Not Used and Useful

Q.

A. Yes. Staff identified $327,565 in plant that was not used and useful, as shown on

Schedule JMM-5 .

Did Staff make an adjustment for plant that was deemed not used and useful?

5

6

7

8

9

10

m

I
1

Q. Why did Staff make this adjustment?

12 A. Staff inspected the entire system and identified certain individual plant items that were not

serving customers during the test year. (See Staff Engineering Report, Section H, Plant

Not Used and Useful).

Q. What is Staff's recommendation"

13

14

15

16

17

18

19

20

21

22

A. Staff recommends decreasing plant in service account 307 wells and springs by $251,481

account 331 transmission and distribution mains by $30,250, account 333 services by

$30,l59, and account 335 hydrants by $l5,673, for a total adjustment of $327,565, and the

associated AIAC by $76,082, from $9,334,999 to $9,258,917, as shown on Schedules

JMM-3 and IMM-5 .

23

24 Did Staff make an adjustment to accumulated depreciation"

25

26

Rafe Base Aa§usrment No. 3 -- Accumulated Depreciation

Q.

A. Yes. Staff adjusted accumulated depreciation to reflect the application of depreciation to

the Staff-recommended plant balances.
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1 Q- What is Staff's recommendation?

2 A.

3

Staff recommends decreasing accumulated depreciation by $327,565, from $1,680,847 to

$1,353,282, as shown on Schedules JMM-3 and JMM-6.

4

5 Rate Base Aayustment No. 4 - Customer Deposits

6 Q. Did Staff make an adjustment to customer deposits?

7 A. Yes. Staff increased customer deposits by $96,204.

8

9 Q. Why did Staff make this adjustment?
3

J
1

10 A.

11

The Company did not include customer deposits in its rate base. Customer deposits are

normally treated as a reduction to rate base to recognize capital provided by non-investors.

12

13 Q~

14

Is Staffs position supported by NARUC and other literature related to accounting

for public utilities?

15 A.

16

17

18

19

20

21

Yes. Customer deposits represent funds received from ratepayers as security against

potential losses arising from failure to pay for service. These funds are similar in nature to

customer advances for construction. Both represent a liability to repay the funds received

either after a specified period or upon satisfactio.n of certain requirements. Like customer

advances, the deposits are available to the utility for use in support of its rate base

investment (Source: Accounting for Public Utilities, by Robert L. Hare, Gregory E. Aliff,

and Deloitte & Touche LLP).

22

23 Q. What is Staff's recommendation?

24 A. Staff recommends increasing customer deposits by 396,204, from $0 to $96,204, as shown

25 on Schedules JMM-3 and JMM-7.

26



5

4 Direct Testimony of Jeffrey M. Michlik
Docket No. W-03718A-09-0359
Page 11

1

2

Rate Base Adjustment No. 5 -Accumulated Deferred Income Taxes

Q- Did Staff make an adjustment to rate base for accumulated deferred income taxes"

3 A. Yes. Staff removed the Company's pro-forma adjustment.

4

5 Q-

6 A.

7

What is a deferred tax liability?

A deferred tax liability represents the increase in taxes payable in future years as a result

of temporary taxable differences existing at the end of the current year.

8

9 Q- Does the Company pay income taxes to the Internal Revenue Service ("IRS")?

10 A.

11

12

No. The Company has chosen to be recognized as a limited liability company. It is

considered a "pass-through" entity for income tax purposes, therefore, it pays no income

taxes to the IRS .

13

14 Q. If the Company does not pay income taxes, can there be a deferred tax liability"

15 A.

16

No, there cannot. This is a violation of Generally Accepted Accounting Principles (FASB

ASC 740-10, formerly FAS 109).

17

18 Q. Was this issue addressed in a recent Commission Decision"

19 A. Yes. Decision No. 71445,' in addressing this same issue for an "S-corporation," another

20

21

type of pass-through entity, states, "[B]ecause allowing `recovery of accumulated deferred

income tax ("ADIT") as an addition to rate base ... would be inconsistent with the

22

23

disallowance of recovery of income tax expense, we also will not allow the proposed

addition of $143,632 in ADIT to Sunrise's rate base."

24

1 Docket No. W-02069A-08-0406, Dec. No. 71445 at 37 (issued December 28, 2009).
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1

2

Q- What is Staff's recommendation?

A.

3

4

Staff recommends decreasing accumulated deferred income taxes by $338,621 from

$338,625 to $0, as shown on Schedules JMM-3 and JMM-8 (and consistent with the

disallowance of income tax expense below).

5

6 OPERATING INCOME

7 Operating Income Summary

8 Q. What are the results of Staff's analysis of test year revenues, expenses, and operating

9 income? )

10 A.

11

12

Staffs analysis resulted in adjusted test year operating revenues of $2,215,143, operating

expenses of $1,693,717 and operating income of $521,426, as shown on Schedules IMM-

9 and JMM-10. Staff made eight adjustments to operating expenses.

13

14

15 Who are Sharpe and Associates, Inc.?

16

17

18

Operating Income Aayustment No. I - Management Fees

Q.

A. Sharpe and Associates, Inc., the ultimate parent of the Company, is an unregulated

company whose primary business activity is real estate. In response to Staff data request

2.7, the Company provided Staff wit ii the following organization chart:

19

1

Sahuarita Water

Co., LLC

Rancho Resort,

LLC

Rancho

SahuarRa

XX,LLC

Rancho

Devco,LLC

20
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1 Q.

2 A.

11
J

4

Who are the officers of Sharpe and Associates, Inc.?

The following persons are officers of Sharpe and Associates; Inc.:

President - Robert M Sharpe * .

Vice President .-- Deborah N Sharpe

5

6

Treasurer - Robert M Sharpe

Secretary .. Deborah N Sharpe

7

8 Q-

9

Please identify the member, managers, officers, or partners of the other entities that

appear in the organization chart. x
I

10 A. The members, managers, or partners for each entity are as follows :

11

12

13

Interchange Opportunity Fund Limited Liability Limited Partnership

General Partner Sharpe and Associates, Inc.

14 Sahuarita Dev co

15

16

17

Manager -. Sharpe and Associates, Inc.

Member - Interchange Opportunity Fund

Member - Sharpe and Associates, Inc.

18

19 4 Rancho Sahuarita III, LLC

20 Member - SKM Consulting

21 Member -. Sahuarita Dev co

22

23

24

25

Rancho Dev co, LLC

Manager and Member .- Interchange Opportunity Fund Limited Liability Limited

Partnership

26
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1

2

Rancho Sahuarita XX, LLC

3

Member .- Interchange Oppo ity Fund Limited Liability Limited Partnership.

Member -. Sharpe and Associates, Inc. .

4

5

6

7

8

9

Rancho Resort XX, LLC

Member - Interchange Opportunity Fund Limited Liability Limited Partnership.

General Partner - Sharpe and Associates, Inc.

President -. Robert M. Sharpe

Secretary - Deborah N. Sharpe )

10

11 Q. Who are the members, managers, or partners of the Company?

12 A. The members, managers, or partners of the Company are as follows:

13

14

15

16

17

Manager - Sharpe and Associates, Inc.

Member .- Sharpe and Associates, Inc.

Member - Interchange Opportunity Fund Limited Liability Limited Partnership

Member - Mission peaks 4000 LLC

18

19 Q. Who provides management services to the Company"

20 A. Rancho Sahuarita Management Company ("Management Company").

21

22 Q- Does the Company consider the Management Company to be an affiliate?

23 A. No. The Company has stated:

24

25
26
27
28

Please note that Rancho Sahuarita Management Company is not an
ciliate of the Company. Rancho Sahuarita Management Company is

managed by MKS Equitas Investment Group, Ltd and Fred Lewis is I00%
shareholder of MKS Equifas Investment Group, Ltd.
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1

.2

Q. Who are the members, managers, or partners of the Management Company?

A. The Management Company has one Member - MKS Equitas Investment Group, Ltd.

3

4 Q~ Who are the officers or directors of MKS Equitas Investment Group, Ltd?

5 A. President - Fred Lewis

6 Director - Fred Lewis

7 Director - Deborah Sharpe

8

9 Q-

10

Is Deborah Sharpe, the Director of MKS Equitas Investment Group, Ltd., also the

secretary and vice president for the parent company, Sharpe and Associates, Inc?

11 A. Yes.

12

13 Q.

14

In addition, was Robert M. Sharpe also a former Director of MKS Equitas

Investment Group, Ltd?

15 A. Yes.

16

17 Q. How does the Commission define an affiliate?

18

19
20
21
22
23
24
25
26
27

A. According to Rule 14-2-801(1) of the Arizona Administrative Code ("A.A.C.") :

"Ajj'iliate, " with respect to the public utility, shall mean any other entity
directly or indirectly controlling or controlled by, or under direct or
indirect common control with, the public utility. For purposes of this
definition, the term "control" (including the correlative meanings of the
terms "controlled by" and "under common control with "), as used with
respect to any entity, shall mean the power to direct the management
policies of such entity, whether through ownership of voting securities, or
by contract, or otherwise.

28
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Q- Isn't it true that A.A.C. R14-2-801 et seq only apply to Class A utilities?l

2 A.

3

4

5

Yes. However, even though the mies don't technically apply, the principles set forth in

those rules, as well as the standards under Generally Accepted Accounting Principles

("GAAP"), are relevant in this case because of the organizational relationships between

the Company, its parent, and the management company.

6

7 Q- How is a related party defined under GAAP?

8 A.

9

10

11

A related party includes a party that "can significantly influence the management or

operating policies of the transacting parties or if it has an ownership interest in one of the

transacting parties and can significantly influence the other to an extent that one or more

of the transacting parties might be prevented from fully pursuing its own separate

12 interests .77

13

14 Q-

A.

What treatment does GAAP give to transactions between such parties?

GAAP states :15

16
17
18
19
20
21
22
23
24

~ Transactions involving related parties cannot be presumed to be carried
out on an arrn's-lengtn basis, as the requisite conditions of competitive,
free-market dealings may not exist. Representations about transactions
with related parties, if made, shall not imply that the related party
transactions were consummated on terms equivalent to those that prevail
in arm 's-len§th transactions unless such representations can be
substantiated

25 Q- In Staffs opinion is the Management Company an affiliate?

26 A.

27

28

Yes. Since Deborah Sharpe has an ownership or management position with Sharpe and

Associates, Inc., as well as with MKS Equitas Investment Group, Ltd, which in tum owns

the Management Company, Staff concludes that there exists some "common control" or

2 Accounting Standards Codification 850-10-50-5 .
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1

2

"power to direct the management policies" between the Company and the Management

Company.

3

4 Q- Is there anything else that would indicate the Management Company is an affiliate?

5 A. Yes. Staff asked the Company to identify all affiliates for whom the Management

6

7

8

Company provides services. The Company responded that the Management Company

provides accounting services for all affiliates, i.e., Rancho Resort, LLC, Rancho Sahuarita

XX, LLC, and Sharpe and Associates, Inc.3

9
>

I

10 Q- Did the President of the Company, Mark J. Shamans, refer to the Management

11

12 A.

13

Company as an affiliate?

Yes. In his Direct Testimony, at page 3, Mr. Sear ans states that "the Company utilizes a

staff level of 10 who are direct employees of an affiliated entity (Rancho Sahuarita

14 Management Company).as

15

16 Does the Company have employees?

17

Q.

A. No. The Company uses an outside service that is owned and operated by its affiliate, the

18 Management Company.

19

20 Q.

21

Did the Company select the affiliate management company through a competitive

bidding process?

22 A. No, it did not.

23

3 In its response, the Company also reiterated its position that the Management Company itself is not an affiliate.



4-

Direct Testimony u- Jeffrey M. Michlik
Docket No. W-03718A-09-0359
Page 18

1 Q- Is the affiliate an unregulated for-profit company?

2 A. Yes. The Management Company is an unregulated for-profit company that provided day

3 to day services to operate and manage the Company during the test year.

4

5 Q- In which account are the charges for the affiliate management recorded?

6 A. The charges for the affiliate management fees are recorded in Outside Services account

7 634.8.

8

9 Q. How much did the expenses for management fees increase from 2006 to 2007?

10 A. The management fees increased from $430,995 to $609,868, an increase of $178,873 or

11 41 .50 percent.

12

13 Q- How much has the Company requested in management fees for the test year"

14 A.

15

$637,012 (Le. $596,512 management fee amount in test year, plus the pro-forma

adjustment of $40,500).

16

17 Q- affiliate or related-party

18

Should a higher standard of evidence be placed on

transactions that are not subject to a competitive bidding process?

19 A.

20

21

22

23

24

25

Yes. For affiliate or related-party transactions, a mere showing that costs were incurred is

not sufficient evidence to demonstrate that the costs are appropriately valued. Such

transactions cannot be presumed to be carried out on an arm's length basis and, therefore,

give rise to the potential for additional charges. Using a competitive bidding process

provides evidence that the best quality service at the lowest price is obtained. Also, a

competitive bidding process provides incentive to the outside service to run as efficiently

as possible in order to keep costs low.

26
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1

12

Q- Did Staff ask the Company about any affiliate profit that might be contained in the

3 A.

4

management fees'7

Yes. Staff asked the Company to state the return or "profit" included in affiliate billings

and to provide the amounts and supporting calculations by account by year.

5

6 Q-

7 A.

8

What was the Company's response?

The Company replied that there is no return or "profit" component included in the billings

of each affiliate.

9 )

t

10 Q- Did Staff ask the Company if there were any expense accounts that might include

11 overhead costs (e.g., management fees)?

12 A. Yes .

13

14 Q.

15 A.

16

What was the Company's response?

The Company responded that there are no such expense accounts because no overhead

costs are included.

17

18 Q~ Did Staff examine the contract between the Company and the Management

19 Company (see attachment)?

20 A. Yes. The contract indicates that the management fees are subject to a 25 percent mark-up

21 to cover overhead and profit.

22

23 Q- In light of this contract term, did Staff re-submit the data request to the Company?

24

25
26
27
28

A. Yes. The Company responded:

Schedule 1 does refer to a 25% mark-up ro cover genera! overhead and
prof. However, in actual practice, Rancho Sahuarita Management
Company does not charge any overhead and/or proof for services
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l
2
3
4
5

provided to the Company. Attached is a detailed schedule listing each
paycheck for Wafer Company employees (with ADP Payroll Registers as
support to show that Rancho Sahuarita Management Company was
reimbursed only for wages, taxes, employer paid ,benefits and 401K
matching benefits. , ,

6

Q.7

8

9

10

A.

What is Staffs conclusion?

Since the 25 percent mark-up is a term of the management contract, Staff concludes that

the overhead and profit are likely already included in the salaries.

Q- Does Staff recommend adjusting the Outside Services expense?
1
:

r

11

12 A. Yes. The Company has no employees and did not utilize a competitive bidding process to

select the outside service that manages and operates the Company. Rather, the Company

has disregarded the price safeguard that a competitive bid would afford and contracted

solely with its unregulated for-profit affiliate. This affiliate can continually raise its prices

without fear of losing the Company as a customer.

The Company has not demonstrated purchasing policies and safeguards to ensure that

ratepayers are not being disadvantaged.

Q- What is Staff's recommendation?

13

14

15

16

17

18

19

20

21

22

23

24

A. Staff recommends two adjustments :

1) Staff recommends that the $40,500 pro-forma adjustment to salary be eliminated, and

2) Staff recommends that the test year management fee be reduced by 25 percent.

25

26

27

28

As a result, Staff has reduced management fee expense by $189,628, from $770,603 to

$580,975, as shown on Schedules JMM-10 and JMM-1 l .
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1

2 Did Staff make an adjustment for beverage expense?
, r

3

Operating Income Adjustment No. 2 - Beverages Expense

Q.

A. Yes. Staff decreased outside services by $751 .

4

5 Q. Why did Staff make this adjustment?

6 A. Beverage expenses are not necessary to the provision of water services.

7

8 Q- What is Staff's recommendation?

9 A.

10

11

Staff recommends decreasing outside service expense by $751, from $580,975 (after

Staffs adjustment to management fees) to $580,224, as shown on Schedules JMM-10 and

JMM-12.

12

13

14 Did Staff make an adjustment for water testing expense?

15

Operating Income Aayustmenf No. 3 - Water Testing Expense

Q-

A. Yes. Staff increased water testing expense by $1,632.

16

17 Q. Why did Staff make this adjustment?

18 A. Staff increased water testing expense based on the determination contained in the Staff

19 Engineering Report.

20

21 Q. What is Staff's recommendation?

22 A.

23

Staff recommends increasing water testing expense by $1,632, from $8,750 to $10,382, as

shown on Schedules JMM-l() and JMM-13.

24
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1 Operating Income Aayustment No. 4 - Rental Expense

2.
Q. Did Staff make an adjustment for rental expense?

3 A. Yes. Staff decreased rental expense by $ l1,299.

4

5 Q. Why did Staff make this adjustment?

6 A.

7

During the test year the Company signed a lease agreement with Rancho Sahuarita XX,

LLC, an affiliate. The new rent expense represents a known and measurable change.

8

9 Q.

10

Why is Staff treating this affiliate transaction, differently than the outside services

affiliate transaction with the Management Company?

11 A.

12

13

In this instance, the affiliate transaction resulted in a monthly rental expense of $l28.l3,

which is less than the $1,530 per month with the previous rental agreement, providing

some assurance that the affiliate charge does not represent and inflated amount.

14

15 Q. What is Staff's recommendation?

16 A. Staff recommends decreasing rental expense by $11,299, from $13,195 to $1,896, as

shown on Schedules JMM-10 and JMM-14.17

18

19

20

21

22

Operating Income Aayustment No. 5 - Rate Case Expense

Q. What did the Company propose for rate case expense?

A. The Company proposed annual rate case expense of $75,000, calculated by normalizing

the expense over 3 years.

23

24 Q- Did Staff make an adjustment to rate case expense?

25 A. Yes.

26
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1 Q. Why did Staff make this adjustment?

2 A.

3

4

Staff usually normalizes rate case expense over a 3 to 5 year period. In this case, the

Company has not been in for a rate case in 14 years, therefore, Staff concludes that

normalizing the rate case expense over 5 years is more appropriate.

5

6 Q. What is Staff's recommendation?

7 A.

8

Staff recommends decreasing rate case expense by $30,000, from $75,000 to $45,000, as

shown on Schedules JMM-l0 and JMM-15, to reflect normalization over 5 years.

9 1
I

10

11 Did Staff make an adjustment to depreciation expense?

12

Operating Income Adjustment No. 6 -_ Depreciation Expense

Q-

A. Yes. As a result of adjustments made to plant in service, Staff also adjusted the associated

13 depreciation expense.

14

15 Q- What is Staff's recommendation?

16 A.

17

Staffs adjustment decreases depreciation expense by $1,592, from $610,853 to $609,261 .

Please see Schedule JMM-10 and JMM-16 for Staff's.ca1cu1ation.

18

19

20 Did Staff make an adjustment to property tax expense?

21

Operating Income Aa§ustment No. 7 - Property Tax Expense

Q.

A. Yes. Staff recomputed property taxes, based on Staffs revenue requirement.

22

23 Q- What adjustment does Staff recommend for test year property tax expense?

24 A.

25

26

Staffs adjustment decreases property tax expense by $l4,219, from $122,230 to

$l08,011, based upon Staffs revenue requirement. Please see Schedule JMM-10 and

Schedule Jmm-17.
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I

l Operating Income Acbizstment No. 8 .- Income Tax Expense

2 Q. Did Staff make an adjustment to income tax expense?
,Q .

3 A. Yes.

4

5 Q. What adjustment did Staff make and why?

6 A.
\

7

8

Staffs adjustment removes the Company's pro forma adjustment and decreases income

tax expense by $l04,948, from $104,948 to $0. As will be further explained in the

revenue requirement section, Staff removed income taxes because the Company is

9 classified as a limited liability company and, therefore, does not report income taxes at the

10 corporate level, but passes this income through to its shareholders. Staffs adjustment is

shown on Schedules JMM-10 and JMM-18.11

12

13 Q.

14

15

Has the Commission recently ruled on the appropriateness of utility companies that

are pass-through entities, such as limited liability companies or Sub Chapter S

corporations, claiming income tax expense?

16 A.

17

18

19

Yes. In the recent Sunrise Water Company Case, referenced above, the Commission

decided that Sub Chapter S corporations, as well as limited liability companies, that are

not subject to tax by the eternal Revenue Service, should not receive income taxes for

rate malting purposes.

20

21

22

23

24

That decision stated, "The Commission has established a longstanding policy of denying

recovery of income tax expenses for pass-thru entities and apparently has varied from it, at

least in recent years, only as an exception made under unique circumstances or as an

inadvertent error."4

25

4 Docket No. W~02069A-08-0406, Dec. No. 71445 at 36 (issued December 28, 2009).
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l

_2

Q- Has there also been a more recent Commission Decision on this topic"

A. Yes. In Decision No. 71510, dated March 17, 2010, the Commission again decided that

3

4

Sub Chapter S corporations and limited liability companies that are not subject to tax by

the Internal Revenue Service should not receive income taxes for rate making purposes.

5

6 Q. What is Staff's recommendation?

7 A. Staff recommends the removal of all income tax expense.

8

9 OTHER MATTERS x
J

.r

10

r 11 Q-

12 A.

13

Centro! Arizona Ground Water Replenishment District ("CAGRD")

What treatment is the Company proposing regarding the CAGRD fees?

The Company is proposing that these fees be authorized as a pass-through expense similar

to a privilege or sales tax.

14

15 Q. Does Staff believe the CAGRD Fees are directly analogous to privilege, sales or use

16 taxes?

17 A. No. As stated in Decision No. 64598, Staff still is of the opinion that the CAGRD

18

19

assessment cannot be treated as a pass-through tax under the Arizona Administrative Code

R14-2-409.D.5 because it is not a "privilege, sales or use tax" and it is not based directly

20 on one factor, such as revenues.

21

22 Q. Why is this CAGRD assessment more properly classified as an adjustor.

23 A.

24 The CAGRD assessment fee, on the other hand,

25

A true Pass-through, like a sales tax for example, is one which is known and measurable

and easily calculated and assigned.

entails a complicated calculation involving several variables which are based on prior

26 years' data.
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1

1

2

Also more like an adjustor, the assessment represents a significant annual expense for the

Company, which is anticipated to progressively increase. In order to keep its membership

in CAGRD, the Company must pay this fee.3

4

Q- Did the Company provide an example of how the CAGRD pass-through would

work?

A. Yes. It is similar to the one that Johnson Utilities proposed (Docket No. WS-02987A-08-

0180).

5

6

7

8

9

10

11

)

This method is described on pages 35-36 of Mr. Bourassa's Direct Testimony and is

essentially as follows (corrected for erroneous references):

The commodity based fee would be computed on a per 1,000 gallon basis
and billed to customers based on their usage. Using 2008 figures, for
example, the commodity based fee would be $0.279 per 1,000 gallons,
computed as follows:

[1] Total 2008 CAGRD fees
[2] 2008 Gallons Sold (in l,000's)
[3] CAGRD fee per 1,000 gallons ([1] divided by [2])

$114,619
411,304

$ 0.279

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

The average 5/8-incN residential customer using 5,424 would pay $1.51 in
CAGRDfees (5.424 units times $0.279).

Obviously, going forward, the base gallons sold for computation of the
current year fee will be the prior year gallons sold To prevent over or
under recovery of the CAGRDfees, an annual true-up will be performed.
Any over or under recovery would be included in the next years
computation.

Q. Does Staff agree with this methodology?

30

31

32

33

A. Yes. However, Staff also recommends that the following conditions with regard to the

CAGRD fee be applied to the Company as a compliance item in this docket:
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l 1. The adjustor fee shall apply to all water sold after October l, 2010, or shall

2 become effective on the date new rates from this case become effective, whichever

3 is later.

4

5 2. The Company shall, on a monthly basis, place all CAGRD monies collected from

6 customers in a separate, interest-bearing account ("CAGRD Account").

7

8 3.

9

The only time the Company can withdraw money from the CAGRD Account is to

pay the annual CAGRD fee to the CAGRD, which is due on October 15th of each

10 year.

11

12 4.

13

14

The Company must provide to Staff a semi-annual report of the CAGRD Account

and CAGRD use fees collected from customers and paid to the CAGRD, with the

reports due during the last week of October and the last week of April of each year.

15

16 5.

17

The Company must provide to Staff, every even-numbered year, (first year being

2010) by June 30th, the new firm rates set by the CAGRD for the next two years.

18

19 6.

20

21

22

23

24

25

The total CAGRD fees for the most current year in the Pima Active Management

Area (AMA) shall be divided by the gallons sold in that year to determine a

CAGRD fee per 1,000 gallons. This information shall be given to Staff, 30 days

prior to when the Company requests the adjustor to take effect. In addition, the

Company will provide Staff with supporting documentation from the relevant state

agencies, and gallons sold data. Failure to provide this information to Staff shall

result in the immediate cessation of the CAGRD adjustor fee.

26
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1

2

7.

3

4

By August 25th of each year, beginning in 2011, the Company shall submit its

proposed CAGRD adjustor fee for the Pima AMA for consideration by the

Commission, with the Commission-approved amount becoming effective the

following October let.

5

6 8.

7

8

9

If the CAGRD changes its current method of assessing fees, (Le. based on the

current volume of water used by customers) to some other method, such as, but not

limited to, future projection of water usage, or total water allocated to the

Company, the Company's collection from customers of CGRD fees shall cease.

10

11 9.

12

As a compliance item, the Company shall submit yearly, a new tariff reflecting the

reset adjustor amount.

13

14 Accounting Order

15 Q~ What is an accounting order?

16 A.

17

An accounting order is authorization by the Commission that allows a company to treat a

cost differently than how the cost is normally treated under the NARUC USOA.

18

19 Q. When is an accounting order appropriate?

20 A.

21

22

23

In general, an accounting order is appropriate when the magnitude of the cost relative to

the utility's total revenue is such that not having the accounting order would jeopardize

the utility's financial health or when a utility is coping with an unusual or extraordinary

cost and is seeking certain assurances from the Commission regarding the cost.

24
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1

2

Q- Is the Company requesting an accounting order to allow the Company to defer

arsenic media regeneration costs for consideration in a future rate case?

3 A.

4

5

Yes. The Company is proposing to include the costs of one or more accounting periods

into the cost of a different accounting period. This would have the affect of violating the

which is inherent in the NARUC USOA prescribed by the

6

matching principle

Administrative Code.

7

8 Q.

9 A.

10

11

12

What reasons did the Company give in support of the accounting order?

The Company indicated that the "media regeneration is projected to cost nearly $124,000"

and that the "media is expected to last from 12-15 months, which would require

significant capital outlays between the instant and the next rate case." (Bourassa's Direct

Testimony at page 39, emphasis added).

13

14 Q. Is this a known and measureable cost"

15 A. No, it's a projection.

16

17 Q-

18

Would not including this amount in the revenue requirement place the Company in

financial jeopardy?

19 A. No.

20

21 Q.

22

Under the Company's proposal, would customers be subject to larger rate increase

than they would if the Company tiled rate applications more frequently?

23 A. Yes, because the costs included for media regeneration would not be offset by other costs

24 that may have decreased during any given year.

25

i
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l Q.

2 A.

3

4

What is the typical way for a Company to recover an increase in operating expenses?

The usual remedy for a Company seeking to recover an increase in its operating and

maintenance expenses is to file a rate application.. A prO;/iSion to allow recovery of

increased arsenic media expenses outside of a rate proceeding is tantamount to single-

5 issue rate-maldng.

6

7 Q. Is an accounting order appropriate in this case?

8 A.

9

10

No, it is not. The Company would not be placed in financial jeopardy without the

accounting order. The matching principle which is inherent in NARUC USOA would be

violated. Decreased costs that could offset the arsenic media regeneration costs have been

11 ignored. The Company would be engaging in single-issue rate-making.

12

13 Q- Does this conclude your Direct Testimony?

14 A. Yes, it does.
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Schedule JMM-1Sahuarita Water Company, LLC
Docket No. W-03718A-09-0359
Test Year Ended December 31, 2008

REVENUE REQUIREMENT

LINE
no. DESCRIPTION

(A)
COMPANY

FAI R
VALUE

(8)
STAFF
EMR

VALUE

1 Adjusted Rate Base $ 7,418,410 $ 8,709,357

2 Adjusted Operating Income (Loss) $ 170.618 $ 521,426

3 Current Rate of Return (LE / LI) 2.30% 5.99%

4 Required Rate of Return 12.00% 9.00%

5 Required Operating Income (LE * LI ) $ 890,209 $ 783,842
1
I

6 Operating Income Deficiency (L5 - LE) $ 719,591 s 262,416

7 Gross Revenue Conversion Factor 1.6151 1.0000

8 Required Revenue \increase (LE* LE) $ 1,162,216

9 Adjusted Test Year Revenue $ 2,215.143 33 2,215,143

10 Proposed Annual Revenue (L8 + LE) $ 3,377,359 $ 2,477,559

11 Required Increase in Revenue (%) 52.47% 11.85%

References:
Column (A): Company Schedule A-1
Column (B): Staff Schedules JMM-2 and JMM-9
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*

r Schedule JMM-2Sahuarita Water Company, LLC
Docket No. W-03718A-09-D359
Test Year Ended December 31, 2008

RATE BASE - ORIGINAL COST

(6)
__A .

LlNE
NO.

(A)
COMPANY

As
FILED

STAFF
ADJUSTMENTS

Adj.
No.

(C)
STAFF

AS
ADJUSTED

1

2

3

$ $ 1.2
3

$Plant in Service
Less: Accumulated Depreciation
Net Plant in Service $

20,957,540
1,680,847

19.276,693 $

2,522,688
(327,565)

2,850,253 3

23,480,228
1,353,282

22,126,946

LESS;

$ $ 1.877.8094
5
6

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net ciAo

$
35
$

2,436,455
251,796

2,184,659 1,877»809
)
I

1

4,314.264
251,796

4,062,468

7 Advances in Aid of Construction (AIAC) 9,334,999 (76,082) 1 9.258.917

8 Customer Deposits 96,204 4 96,204

9 Deferred income Tax Credits 338,625 (338,625) 5

ADD:

9 Unamortized Debt Issuance Costs

10 Deffered Regulatory Assets

11 Original Cost Rate Base $ 7,418,410 $ 1.290.947 $ 8,709,357

References:
Column [A]; Company as Filed
Column [B]: Schedule JMM-3
Column (C): Column (A) + Column (B)
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LINE
no.

ACCT
no. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENTS

STAFF
RECOMMENDED

DESCRIPTION

COMPANY
AIAC

As FILED
STAFF

ADJUSTMENTS
STAFF

As ADJUSTED

1

Sahuarita Water Company, LLC
Docket No. W-0371BA-09-D359
Test Year Ended December 31 , 2008

Schedule JMM-4

RATE BASE ADJUSTMENT No, 1 . POST-TEST YEAR PLANT

[A] [B] [C]

1 Post-Test Year Plant s 1.844,270 S 2,B50,253 s 4,694,523

Based on Staff Engineering Report Table 1-1 .
Remove Post-Test Year Plant (Based on staff Engineering Report Table l-1)
Add Post-Test Year Plant (Arsenic Treatment Facility)

$

$

$

(1 ,B44,270)
4,694,523
2,350,253

[AI IB] rel

Contributions in Aid of Construction $ 2,436,455 s 1,877,809 s 4,314,264

Loan forgiveness amount 40% of $4,694,523 = $1 ,877,809

REFERENCES:
Column [A]; Company Filing
Column [B]: Testimony JMM
Column [C]: Column [A] + Column [B]

)
r



LINE
no.

ACCT
no. 'Ezri HlPTll` \

COMPANY
p~~p'<<E

STAFF
ADJ STMENTS 1

w

STAFF
REU v vEN

DESCRIPTION

COMPANY
AIAC

As FILED
STAFF

ADJ USTM ENTS
STAFF

As ADJUSTED

4

i n

Schedule JMM¢5.Sahuarita Water Company, LLC
Docket No. W-03718A-09-0359
Test Year Ended December 31, 2008

RATE BASE ADJUSTMENT no. 2 .. PLANT NOT USED AND USEFUL

[A] [B] [Cl

1
2
3
4
5

307
331
333
335

Wells & Springs
Transmission & Distribution Mains
Services
Hydrants

$
$
$
$
$

800,396
10,162,557
2,081,553

672,037
13,716,543

$
$
$
$
s

(251,483) $
(30,250) $
(30,159) S
(15,673) $

(327,555) $

548,913
10,132,307
2,051,394

656,364
13,388,978

Based on Staff Engineering Report Table H-1.

[A] [B] [C]

6
7
a
9
10
11
12
13

14

Advances in Aid of Construction (AIAC) s 9,334,999 $ (76,082) $ 9,258,917

REFERENCES:
Column [A]: Company Filing
Column [B]: Testimony JMM
Column [C]: Column [A] + Column [B]



LINE
no. DESCRIPTION

COMPANY
As FILED

STAFF
ADJUSTMENTS

STAFF
As ADJUSTED

Schedule.)mm-B~. . . . aSahuarita Water Company, LLC
Docket No. W-03718A-09-0359
Test Year Ended December 31, 2008

l

RATE BASE ADJUSTMENT no. 3 - ACCUMULATED DEPRECIATION

[Bl

1 Accumulated Depreciation $ 1,680,847 $

[A]

(327,565) $ 1,353,282

References:
Column [A]: Company Application
Column [B]: Testimony JMM
Column [C]: Column [A] + Column [B]

I
I

[C]



LINE
no.

ACCT
no. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENTS

STAFF
RECOMMENDED

Q

fr

Schedule JMM-7... »Sahuarita Water Company, LLC
Docket No. W-0371BA-09-0359
Test Year Ended December 31 , 2008

RATE BASE ADJUSTMENT no. 4 - CUSTOMER DEPOSITS

rAn 181 ICI

1 Customer Deposits $ $ 96,204 $ 96,204

REFERENCES:
Column [A]: Company Filing
Column [B]: Testimony JMM
Column [C]: Column [A] + Column [B]

>
r



LINE
no.

ACCT
no. vEsc 4 InTl

COMPANY
PP TPOSE

STAFF
ADJ H I v ENTS

STAFF
REC"MME\ E

\

4

Schedule JMM-8Sahuarita Water Company, LLC
Docket No. W-03718A-09-0359
Test Year Ended December 31, 2008 l

RATE BASE ADJUSTMENT no. 5 - DEFERRED INCOME TAXES

[Al [B] c [Cl

1 Deferred Income Taxes $ 338,625 $ (338,625) $

To Remove Deferred Income Taxes

REFERENCES:
Column [A]; Company Filing
Column [B]: Testimony JMM
Column [C]; Column [A] + Column [B]

m

z

r

1



9

f

c

Sahuarita Water Company, LLC
Docket No. W-03718A-0s-0359
Test Year Ended December 31, 2008

Schedule JMM-9

OPERATING INCOME STATEMENT - ADJUSTED TEST YEAR AND STAFF RECOMMENDED

[BI [D] [E]

LINE
no.

[A]
COMPANY
ADJUSTED
TEST YEAR
As FILED

STAFF
TEST YEAR

ADJUSTMENTS
Adj.

IC]
STAFF

TEST YEAR
AS

ADJUSTED
8

STAFF
PROPOSED
CHANGES

STAFF
RECOMMENDEDDESCRIPTION

s 2,057,901 $ s z_os7,9m $ 262,416 $ 2,320,317

157,242 157,242 157,242

REVENUES:
Metered Water Sales
Water Sales-Unmelered
Other Operating Revenue
intentionally Left Blank
Total Operating Revenues s 2,2t5_143 $ s 2,215,143 s 262,415 s 2,4771559

$ $ s s $

4,256
147,364

4,2se
1478.64

4,zse
147,354

11,866
75_423
30,131

770,603 (190,37S) 1 & 2

1 1,866
75.423
30.131

580,224

11 _see
75,423
30,131

580,224
)
I;

a,7s0
13,195
22,358
21,111

1,632
(11,299)

3
4

10,382
1 ,see

22,358
21 ,1 11

10,382
1.896

22_358

21 ,111

(30,000) s75,090
14,724

109
510,853 (1 ,592) 5

4s,000
14,724

109
609,261

45,000
14,724

109
609,261

11,602
108,011

11,602
108,011

11 _son
122,230
104,948

(14,219)
(104,948)

7
a

1
2
3
4
s
6

7
8

g
10

11
12
13
14
15
16

17
18
19
20
21
22
23

24
25
ze
27
CB
29
30
31
32
33
34
35

OPERATING EXPENSES."
Salaries and Wages
Purchased Wastewater Treatment
Sludge Removal Expense
Purchased Power
Fuel for Power Production
Chemicals
Materials & Supplies
Contractural Services, Legal&Engr
Contractural Sevices - Other
Contractural Services - Testing
Equipment Rental
Rents - Building
Transportation
General Liability Insurance
insurance - Other
Regulatory Commission Expense
Regulatory Commission Expense - Rate Case
Misceallenous Exp
Bad Debt Expense
Depreciation Expense
Depreciation
Taxes other than Income
Property Taxes
Income Taxes
intentionally Left Blank
Total Operating Expenses
Operating Income (Loss)

s
_E

2,044,524
170,518

s
_s

(350,806)
350,805

s
s

1,693,717
521,426

$
$ 262.415

$
s

1 ,6s3.717
783,842

References:
Column (A): Company Schedule C-1
Column (B): Schedule JMM-10
Column (C): Column (A) + Column (B)
Column (D): Schedules JMM-1
Column (E): Column (C) + Column (D)
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LINE
no. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUS.TMENTS

STAFF
RECOMMENDED

*Y

*

up we, Sahuarita Water Company, LLC
Docket No. W-03718A-09-0359
Test Year Ended December 31, 2008

Schedule JMM-11

OPERATING INCOME ADJUSTMENT no. 1 - MANAGEMENT FEES

[A] [B] [01

1 Outside Service $ 770,603 $ (189,628) $ 580,975

$
Staff Calculation:
Test Year Salary
Remove 25% of Office Employees Salaries for inadequate support:
Adjustment $

596,512
0.25

149,128

Remove Pro-forma Adjustment s 40,500

2
3
4
5
5
7
8
g
10 Total Adjustment lines 6 and B $ 189,628

References:
Column (A), Company Schedule C-1
Column (B): Testimony JMM
Column (C): Column (A) + Column (B)

1

I
F



LINE
no. DESCRIPTION

COMPANY
PROPOSED

sTAFF,.
ADJUSTMENTS

STAFF
RECOMMENDED

u

Schedule JMM-12Sahuarita Water Company, LLC
Docket No. W-03718A-09-0359
Test Year Ended December 31, 2008 1

OPERATING INCOME ADJUSTMENT no. 2 - BEVERAGE EXPENSES

[A] [B] [C]

1 Outside Service $ 580,975 $ (751) $ 580,224

References:
Column (A), Company Schedule C-1
Column (B): Testimony JMM
Column (C): Column (A) + Column (B)

>
r

t



LINE
no. DESCRIPTION

COMPANY
PROPOSED

STAEF
ADJUSTMENTS

STAFF
RECOMMENDED

1:

a

Schedule JMM-13,Sahuarita Water Company, LLC
Docket No. W-03718A-09-0359
Test Year Ended December 31, 2008

OPERATING INCOME ADJUSTMENT no. 3 - WATER TESTING EXPENSE

[A] [B] [C]

1 Water Testing Expense $ 8,750 33 1,632 $ 10,382

References:
Column (A), Company Schedule C-1
Column (B): Testimony JMM
Column (C): Column (A) + Column (B)

l



LINE
no. DESCRIPTION

COMPANY
PROPOSED

STAF.
ADJUSTMENTS

STAFF
RECOMMENDED

4

Schedule~=JMM-14Sahuarita Water Company, LLC
Docket No. W-037/8A-09-0359
Test Year Ended December 31, 2008

OPERATING INCOME ADJUSTMENT no. 4 - RENT EXPENSE

[A] [8] [C]

1 Rents $ 13,195 $ (11,299) $ 1,896

$
$

12,240
84

Staff Calculation:
Remove Rental Expense of RR HOA
8 months x $1 ,530
Remove Temporary Fence Rental
Plus 8 months of Rent at New Facility
8 months x $128.13
Adjustment

$
$

(1 ,025)
11,299

References:
Column (A), Company Schedule C-1
Column (B): Testimony JMM
Column (C): Column (A) + Column (B)

)
r

I
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LlNE
no. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENTS

STAFF
RECOMMENDED

4

Sahuarita Water Company, LLC
Docket No. W-037/8A-09-0359
Test Year Ended December 31, 2008

Schedule JMM-15

OPERATING INCOME ADJUSTMENT no. 5 .. RATE CASE EXPENSE

[A] [B] [C]

1 Rate Case Expense 85 75,000 $ (30,000) ~8 45,000

Staff Calculation:

Estimated Rate Case Cost
Normalized Over Five Years

$ 225,000
5

45,000

References:
Column (A), Company Schedule C-1
Column (B): Testimony JMM
Column (C): Column (A) + Column (B)

s
:



LINE
no.

ACCT
no. DESCRIPTION

PLANT In
SERVICE
Per Staff

Non Depreciable
or Fully Depreclaled

PLANT

DEPRECIABLE
PLANT

(Col A _ Col B)
DEPRECIATION

RATE

DEPRECIATION
EXPENSE

(Col C x Col D

*

-4.

al

Sahuarita Water Company, LLC
Docket No. W-03718A-09~0359
Test Year Ended December.81,_2008

Schedule JMM-15

OPERATING INCOME ADJUSTMENT no. 6 . DEPRECIATION EXPENSE on TEST YEAR PLANT

[AI [Bl [C] H31 rEl

7,541
350,861
13,636

S

s
s»
$

8

7,541
350,861
13,636

171,671 171,671 5.717

548,913 548,913 18,279

335,668
43,912
18,694

335,668
43,912
18.694

16,783
5.489

623

1 ,al 1,998
10,132,307
2,051,394
1 ,222,335

656,364
B16

1 ,B1 1,998
10,132,307
2,051,394
1 ,222,335

555,364
816

40,226
202,546
68,31 1

101,821
13,t27

54

283,991
146,129

283.991
145,129

18,942
29,226

13,856
132

13.1556

132
693
13

301

302

303

304

305
306
307
308
309
310
311
320
320
330
331
333
334
335
335
339

340
341
342
343
344

34S
346

347
348

$
$
s
$
$
$
s
$
s
$
$
s
$
s
$
$
s
$
$
$
s
S
s
$
$
s
s
$
$
s

$
s
$
s
$
s
s
$
$
s
$
$
$
s
$
$
$
$
s
$
s
$
s
s
s
$
s
s
s
s

$
s
s
s
$
$
s
s
s
$
s
s
s
s
s
s
s
s
$
s
s
$
s
$
s
s

0.00% $
0.00% s
0.00% 5
3.3.3% $
2.50% $
2.50% $
3.33% $
667% s
2.00% s
500% $

12.50% s
3.33% $
3.33% s
222% s
2.00% $
3.33% s
8.33% $
2.00% s
6.57% s
6.67% $
6.67% s

20.00°/a $
4.00% s
5.00% $

10.00% $
5.00% s

10.00% $
10.00% s
10_00% $

$

Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnefs
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Plant
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant
Sub Total

11,818
695

962,974
18,785,705 372,038

1 1 ,818

B95
962,974

1B,413,667

1.182
70

96,297
619,499

Post Test year Plant
320 Water Treatment Plant
331 Transmission and Distribution Mains

Total Plant

$
$
s

2,686,523
2,008,000

23,480,228

$
s

$
$
s

2,585,523
2,005,000

23,105,190

3.33% s
2.00% $

$

89,461
40,160

749,120

Composite Depreciation Rate (Depr Exp l Depreciable Plant):
CIAC: $

Amortization of CIAC (Line 32 x Line 33): S

3.24%
4.314.264

139,860

1

2

3
4

5
S

7
a
9

10
11

12
13
14
15
16
17

18
19

20

21
22

23
24
25
26
27

2B
ZN
30
31
32
33

34
35
35
37
38
39

40
41
42
43
44
44

Depreciation Expense Before AmmoNization of CIACZ
Less Amortization of CIAC:

Test Year Depreciation Expense - Staff:
Depreciation Expense - Company:

Staffs Total Adjustment:

$
$
s
$
s

749,120
139,860
509,261
610.853

(1,592)

References:
Column [A];
Column [B]:
Column [C];
Column [D];
Column [E]:

Schedule JMM-a
From Column [A]
Column [A] - Column [B]
Engineering Staff Report
Column [q x Column [D]



LINE
no. Property Tax Calculation

STAFF
AS ADJUSTED

s

o

Schedule JMM-17Sahuarita Water Company, LLC

Docket No. W-0371BA-09-0359
Test Year Ended December 31, 2008 I

OPERAT ING INCOME ADJ UST MENT  no.  7  -  PROPERT Y T AX EXPENSE

$ 2,215,143
2

4,430,286
2,477,559
6,907,845

3
2,302,615

2
4,605,230

Staff Adjusted Test Year Revenues
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Recommended Revenue, Per Schedule JMM-1
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP -
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate (Per Company Schedule)

a 48,652
4,556,578

20.0%
911 .316

11.85220/,

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20

Staff Test Year Adjusted Property Tax (Line 14
Company Proposed Property Tax

* Line 15) $ 108,011
122,230

Staff Test Year Adjustment (Line 16-Line 17) 35 (14,219)



LINE
no. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENTS

STAFF
RECQMMENDED

a

v

Schedule JMM-.18Sahuarita Water Company, LLC
Docket No. W-03718A-09-0359
Test Year Ended December 31, 2008

OPERATING INCOME ADJUSTMENT no. 8 .. INCOME TAX EXPENSE

[A] [B] [C]

1 Income Tax Expense $ 104.948 $ (104,948) $

References:
Column (A), Company Schedule C-1
Column (B): Testimony JMM
Column (C): Column (A) + Column (B)

)
I
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MANAGEMENT SERVICES AGREEMENT
(Rancho Sahuarita Water Co.)

This Management Services Agreement ("Agreement") is dated, for reference purposes only,
'as of June 1. 2007 ("Eftlective Date"), by and between Rancho Sahuarita Water Co., LLC, an
Arizona limited liability company ("Owner"), and Rancho Sahuarita Management Company, L.L.C.,
an Arizona limited liability company, orts assignee ("Contractor"), in recognition of the following
facts and intentions:

A. Owner operates a private water utility business ("Business") in the Town of
Sahuarita, Pima County, State of Arizona.

B. Contractor owns and operates a business that includes providing employees and
record-keeping support and services.

C.
hereinafter.

The parties desire to enter into a contractual relationship on the terms and conditions

NOW, THEREFORE, in consideration of the mutual promises of the Parties, the parties
agree as follows:

1. Independent Contractor Engagement. Owner hereby engages Contractor as an
independent contractor and Contractor hereby accepts said engagement by Owner upon the terms
and conditions hereinafter set forth.

2, Relationship. The parties agree that the relationship of ConlIactor to Owner shall be
that of an independent contractor, rather than a Contractor. Contractor shall have no power or
authority to act for,represent or hind Owner in any manner. .

3. Control, Hours and Outside Activities. Owner shall not consol or direct, or have the
right to control or direct, the details, manner or means by which Contractor performs its obligations
under this Agreement. Contractor shall devote such time, attention and energies to its obligations
hereunder as are reasonably necessary. Contractor shall he Eee to engage in any activities, in
addition to those required under this Agreement, so long as such activities do not interfere with the
performance of its obligations hereunder.

4. Term. The term of this Agreement shall commence on the Effective Date, and shall
terminate on the earlier of (a) May 31, 2012, or (b) sixty (60) days after Owner shall deliver to
Contractor written notice of Owner's election to terminate this Agreement ("Termination Date").

5 . Services. Contractor shall provide to Owner such employees and record-keeping
support and services M connection wide the Business as Owner may request, from time to time, as
Owner shall deem reasonably advisable and in the best interest of the Business. Contractor shall
deliver to Owner written reports, upon the request of Owner Nom time to time (but no more
frequently than monthly), with respect to the foregoing employees and record-keeping support and
services. Notwithstanding anything in this Agreement to the contrary, the employees to be provided
by Contractor to provide services for Owner shall be deemed to be employees of Contractor and not
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of Owner to the maximum extent permitted by law. Without limiting the generality of the foregoing,
Contractor and not Owner shall be solely responsible to pay before delinquent to all applicable
governmental authorities any and all employment related taxes and to ile before delinquent to all
applicable governmental authorities any and all employment related reports and other documents.

6. Consideration. In consideration for providing the foregoing employees and record-
keeping support and services, Owner agrees that Contractor shall be entitled to receive from Owner
payment of the compensation set forth on Schedule 1 attached hereto and incorporated herein by this
reference. Such compensation shall be due and payable by Owner to Contractor no later than Ive
(5) business days after invoice from Contractor.

7. Taxes. Contractor shall be responsible to file and/or pay all taxes that may be
incurred by Contractor in connection with die performance of this Agreement. In addition,
Contractor shall cooperate with Owner in completing such tax forms (including, but not limited to,
Forms l099-MIsc and 1096) upon die reasonable request of Owner from time to time.

8. Contractor Business Expenses. Subject to Section 6 above, Contractor shall be liable
to pay for die necessary business expenses that may be incurred by Contractor in its performance of
this Agreement.

9. Contractor Insurance and Indemnification Requirements.

9.1 Contractor Insurance Requirements. During the time of this Agreement, Contractor
shall secure and maintain 'm force, at Contractor's sole expense, such employment practices liability
insurance coverage in connection with the employees to be provided under this Agreement by
Contractor to Owner in such amounts of coverage as Contractor may determine as reasonable Nom
time to time and consistent with Contractor's other employment practices liability insurance
requirements or practices. To the extent possible, all such insurance shall name Owner as an
additional insured, and shall provide that Owner shall receive notice from the respective insurance
carrier no later than dirty (30) days prior to cancellation of any such policy. Such policy shall be
issued by such insurance company or companies as Contractor shall reasonably approve. Contractor
shall deliver to Owner copies fail such insurance policies or certificates of such insurance upon the
execution of this Agreement by Contractor and delivery of same to Owner, and Contractor shall
deliver to Owner copies of all renewals, extensions and endorsements of and to all such insurance
policies upon Contractor's receipt of same.

9.2 Contractor Indemnification Requirements. Contractor shall indemnify, defend (with
legal counsel selected by Owner) and hold Owner harmless for, from and against any and all
liability, loss, cost, damage or expense, including but not limited to court costs and reasonable
attorneys' fees, which from or are in connection with Contractor's performance of its obligations
under this Agreement and/or which arise from or are in connection with the actions or omissions of
the employees to be provided under this Agreement by Contractor to Owner, except to the extent of
the negligence or willful misconduct of Owner, which indemnification obligation shall survive a
termination of this Agreement for a period of two (2) years.

2
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10. Waiver. No waiver or modification of this Agreement or of any covenant,
modification or limitation herein contained shall be valid unless in writing and duly executed by the
party tO be charged therewith. The waiver Hy Owner off breach of any provision oftbis Agreement

'by Contractor shall not operate ore construed as a waiver of any subsequent breach by Contractor.
The waiver by Contractor off breach of any provision of this Agreement by Qwner shall not operate
or be construed as a waiver of any subsequent breach by Owner. . -  -

1 l. _

consoled 'm accordance with the laws of the State of Arizona. In the event of any dispute, venue
shall be the state court located in Pima County, Arizona.

Governing Law and Venue. This Agreement shall be governed by and

12. Attorneys' Fees. Should it be necessary for any party hereto to institute any
proceeding to enforce this Agreement by reason of failure of the other party to comply with the
terms and conditions set forth herein, the prevailing party shall be entitled, in addition to all other
relief, to reasonable attorneys' fees and related expenses as may be determined by the court or
arbitrator.

. 13 . Assignabilitv. Contractor shall be permitted assign any oral of its right, title
or interest in and to this Agreement to any third party with notice of such assignment given to
Owner.

14. Successor Clause. This Agreement shall be binding upon and shall inure to
the benefit of the heirs, personal representatives, successors and assigns of the respective parties
hereto.

15. Entire Agreement. This Agreement contains the entire agreement between
Owner and Contractor with respect to the subject matter hereof, and supersedes all prior written or
oral negotiations, conunitrnents or agreements, if any, between Owner and Contractor.

16. Notices. A11 notices required to be given hereunder shall be in writing and
shall be conveyed by (a) personal delivery, (b) U.S. Mail by certified or registered mail, postage
prepaid, with return receipt requested or (c) facsimile transmission (provided that such notice by
another approved method hereunder simultaneously), as follows:

If to Owner: 4549 East Ft. Lowell Road
Tucson, Arizona 85712
Attention: Cort Chalfant
FAX: (520) 529-3137

If to Contractor: 4549 East Ft. Lowell Road

3
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Tucson, Arizona 85712
Attention: Fred Lewis
FAX: (520) 529-3137

Each party may designate from time to time another address in place of the address set forth above
by notifying the other party in the same manner as provided in this Section 16L

17. Time ofEssence. Time is of the essence of each and every provision hereof

18. Severability. Each and every provision contained in this Agreement is
severable and, in the event that any provision herein shall be determined to be invalid or
unenforceable by any court or arbitrator of competent jurisdiction, this Agreement shall be
interpreted as if such invalid or unenforceable provision was not contained in this Agreement.

19. Interpretation. Contractor and Gwner enter into this AgreeMent freely and
voluntarily, after having received 'independent legal advice from counsel of their own choosing
concerning the legal requirements and effects of this Agreement. Although counsel for Owner
prepared this Agreement, this Agreement shall not be construed against Owner in aNy manner or to
any degree.

]N WITNESS WHEREOF, the plies have executed this Agreement to be effective as of the
date first written above.

OW NER'
Rancho Sahuarita Water Co., LLC, an Arizona limited liability company

By Sh 0cites, Arizona corporation, its Manager

By
R o b ( / f I ha re' P1 3 1

CONTRACTOR:
Rancho Sahuarita Management Company, L.L.C., an Arizona limited liability company

By MKS Equitant Inv

By: V

Fred Lewis, President

semen soup, Ltd An Arizona corporation, MemberG
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SCHEDULE 1

COMPENSATION To CONTRACTOR

Employee Pay
RakeEmployee Name

Cindy Gaunts
Fred Lewis
Cori Chalfant
Hortensia Lopez
Rita Luge
Mike Bowman
Ray Gauthier
Mark Shamans
Jenna Allen
Diane McKenzie
Alejandro Novoa
Pau! Martinez
Fred Rodriguez
Marian Homlak
Raul Maldonado

$
5
$
s
$
$
$
S
$
$
s
$
5
$
$

252.29
1 ,E3B.55
2,730.91

405.29
219.29

1 ,533.5B
2,283.29
4,274.13
1,593.51
2,667.78
1,718.19
2,595.28
1 ,774.80
2,53B.90
1 ,774.BD

Employee Pay
Frequency
Bi-weekly
Bi-weekly
Bi-weekly
BI-weekly
Bl-weekly
Bi-weekly
BI-weekly
BI-weekly
Bi-weakly
BI-weekly
Bi-weekiy
Bi-weekly
Bi-weekly
Bl-weekly
Bi-weekiy

Status
Not dedicated
Not dedicated
Not dedicated
Not dedicated
Not dedicated
Not dedicated
Dedicated
Dedicated
Dedicated
Dedicated
Dedicated
Dedicated
Dedicated
Dedicated
Dedicated

Responsibility
Human Resources
RSMC Controller
Senior Ma pager
File Clerk
Accounts Payable
Land Development
Operations Manager
General Manager
Customer Service Rep.
Customer Service Mgr.
Laborer
Water Quality Mgr.
Mechanic
Controller
Water Operator ll

The bi-weekly payrates shown herein include FICA, employer paid health insurance, and 401K matching expense plus a 25% markup to
cover general overhead and proiiL Thls schedule of values is representative of the level of compensation occurring bl-weekly as of the
dale hereof but is subject to change as actual staff hours are added or deducted based on the demands of Owner. Actual
compensation shall be based on the actual costs for labor incurred by Contractor (inclusive of full-time dedicated water personnel plus
allocated staff not dedicated to water operations) plus 25% for Overhead and Proi*iL In addition, this schedule>of values does not reflect
year-end employee bonuses which shall be passed through by Contractor to Owner in the same manner as regular monthly billings,
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SAHUARITA WATER COMPANY, L.L.C.
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FAIR VALUE OF THE UTILITY PROPERTY
OF SWC FOR RATEMAKING PURPOSES, (ii)
FIXING A JUST AND REASONABLE RATE
OF RETURN THEREON, (iii) APPROVING
RATES AND CHARGES DESIGNED To
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RECOVER SWC'S COST OF SERVICE AND
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)
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)
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EXECUTIVE SUMMARY
SAHUARITA WATER COMPANY, LLC

DOCKET NO. W-03718A-09-0359

Sahuarita Water Company, LLC ("SWC" or "Company") is an Arizona Limited Liability
Company. The Company is engaged in the business of providing water utility services in
Sahuarita, Arizona. The Company served approximately 4,700 water customers during the test
year ended December 31, 2008. The Company's current rates were approved in its original
Certificate of Convenience and Necessity Application, Decision No. 59431, dated December 28,
1995.

Rate Design:

Staff recommends approval of its rate design and service charges.

Typical Bill Analysis:
I
I

The typical 5/8 X 3/4-inch meter residential customers with a median usage of 5,000
gallons would experience a $16.15 or a 61 .52 percent increase in their monthly bill, from $26.25
to $42.40, under the Company's proposed rates. The typical 5/8 x 3/4-inch meter residential
customers with a median usage of 5,000 gallons would experience a $3.83 or a 14.59 percent
increase in their monthly bill, from $26.25 to $30.08, under Staffs recommended rates.
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u Direct Testimony at Jeffrey M. Michlik
Docket No. W-03718A-09-0359
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1 INTRODUCTION

2 Q-

q
J A.

4

5

Please state your name, occupation, and business address.

My name is Jeffrey M. Michlik. I am a Public Utilities Analyst V employed by the

Arizona Corporation Commission ("ACC" or "Colnniission") in the Utilities Division

("Staff'). My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

6

7 Q.

8 A.

9

10

11

Briefly describe your responsibilities as a Public Utilities Analyst V.

In my capacity as a Public Utilities Analyst V, I analyze and examine accounting,

financial, statistical and other infonnation and prepare reports based on my analyses that

present Staffs recommendations to Me Commission on utility revenue requirements, rate

design and other matters. I also provide expert testimony on these same issues.

12

13 Q- Please describe your educational background and professional experience.

14 A.

15

In 2000, I graduated from Idaho State University, receiving a Bachelor of Business

I

16

Administration Degree in Accounting and Finance, and am a Certif ied Public

Accountant licensed with the Arizona State Board of Accountancy. I have attended the

17

18

National Association of Regulatory Utility Commissioners' ("NARUC") Utility Rate

School, which presents general regulatory and business issues.

19

20 Prior to

21

22

I joined the Commission as a Public Utilit ies Analyst in May of  2006.

employment with the Commission, I worked four years for the Arizona Office of the

Auditor General as a Staff Auditor, and one year in public accounting as a Senior Auditor.

23
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1

1

2.

Q- What is the scope of your testimony in this case?

A.

3

4

I am presenting Staff' s analysis and recommendations regarding Sahuarita Water

Company, LLC's ("SWC" or "Company") application for a permanent increase' 'in its rates

and charges for water utility service within Pima County, Arizona.

5

6 Q. What is the basis of your testimony in this filing?

7 A.

8

Based on the adjustments and revenue requirement recommended by Staff, I will present

Staffs recommended rate design.

9 )

10 BACKGROUND

11 Q. Please review the background of this application.

12 A.

13

14

15

16

The Company is an Arizona limited liability company. The Company is engaged in the

business of providing water utility services in Sahuarita, Arizona. The Company served

approximately 4,700 water customers during the test year ended December 31, 2009. The

Company's current rates were approved in its original Certificate of Convenience and

Necessity application, Decision No. 59431, dated December 28, 1995.

17

18 RATE DESIGN

19 Q- Would you please summarize the present rate design for the Company?

20 A. 5/8 x 3/4-inch

21

22

The present monthly minimum charges by meter size are as follows:

$16.00, 3/4-inch $25.00, l-inch $40.00, 1 1/2-inch $75.00, 2-inch $120.00, 3-inch

3225.00, 4-inch $375.00, 6-inch $750.00

23

No gallons are included in the monthly

minimum charge. The water commodity rate for all meter sizes and customer classes is

24

25

26

$2.05 per thousand gallons for zero to 6,000 gallons and $2.75 per thousand gallons for

any consumption over 6,000 gallons. The present rate design also has a commodity

charge for standpipe/construction water of $4.50 per thousand gallons for all usage.
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1 Q; Would you please summarize the Company's proposed rate design?

The Company's proposed monthly minimum charges by meter size are as follows: 5/8 X

9

10

11

12

13

14

15

3/4-inch $24.75, 3/4-inch $37.13, l-inch $61.88, 1 1/24inch $123.76, 2-inch $198021 3-

inch $396.03, 4~inch $618.80, 6-inch fBl,237.60. Zero gallons are included in the monthly

minimum charge. The Company proposes a 3-tier inverted residential commodity rate for

the 5/8 x 3/4-inch meters of $3.34 per thousand gallons for zero to 4,000 gallons, $4.29

per thousand gallons for 4,001 to 10,000 gallons, and $5.04 per thousand gallons for any

consumption over 10,000 gallons. The other proposed residential commodity rate tiers

vary by meter size, but are $3.34 per thousand gallons for tl'Ie first tier and $4.29 per

thousand gallons for the second tier and $5 .04 per thousand gallons for the third tier for

residential meter sizes up to 1-inch. The proposed commodity rate tiers for the larger

residential, commercial, and irrigation customers vary by meter size, but are $3.04 per

thousand gallons for the first tier and $3.99 per thousand gallons for any consumption over

the first tier. The Company is proposing a commodity charge rate of $5.04 per 1,000

gallons for standpipe customers for all usage.

16

17 Q. Would you please summarize Staff's recommended rate design for the Company?

18 A.

19

20

21

22 charge .

23

24

25

26

Staff s recommended rates and charges are presented on Schedule JMM-l. Staff s

recommended monthly minimum charges by meter size are as follows: 5/8 x 3/4-inch

$16.00, 3/4-inch s25.00, l-inch $40.00, l %-inch $80.00, 2-inch $128.00, 3-inch $256.00,

4-inch $400.00, 6-inch $800.00 Zero gallons are included in the monthly minimum

For the 5/8 x 3/4-inch and 3/4-inch meter residential customers, Staff

recommends an inverted 3-tier rate design with commodity charges of $2.36 per thousand

gallons for zero to 3,000 gallons, $3.5000 per thousand gallons for 3,001 to 9,000 gallons,

and 34.5000 per thousand gallons for any consumption over 9,000 gallons. Staffs

recommended larger residential, commercial, and industrial commodity rates have two
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1
2_

3

tiers and vary by meter size, set at $3.5000 per thousand gallons for the first tier and

$4.5000 per thousand gallons for any consumption over the first tier. Staff recommends

no change in the commodity charge of $4.50 per 1,000 gallons for standpipe customers for

4 all usage.

5

6 Q. What is the rate impact on a typical 5/8 x 3/4-inch meter residential customer in

7 Sahuarita?

8 A.

9

10

11

12

13

The typical 5/8 x 3/4-inch meter residential customers with a median usage of 5,000

gallons would experience a $16.15 or a 61.52 percent increase in their monthly bill, from

$26.25 to $42.40, under the Company's proposed rates. The typical 5/8 x 3/4-inch meter

residential customers with a median usage of 5,000 gallons would experience a $3.83 or a

14.59 percent increase in their monthly bill, from $26.25 to $30.08, under Staffs

recommended rates. A typical bill analysis is provided on Schedule JMM-2 .

14

15 Q. What does Staff recommend for service line and meter installation charges?

16 A.

17

Staff recommends the service line and meter installation charges as discussed in Table K- l

of the previously docketed Staff Engineering Report and as presented in Schedule JMM-1 .

18

19 Q- What does Staff recommended for other service charges"

20 A.

21

Staff's recommended other service charges are presented in Schedule JMM-1 and reflect

Staffs experience of what are reasonable and customary charges.

22

23 Q. Does this conclude your rate design direct testimony?

24 A. Yes, it does.



$ 24.75
37.13
51.88

123.75
198.02
396,03
618.80

1,237.60

N/A
NIA

s 3.3400
4.2900
5.0400

N/A
N/A
N/A

42900
50400

N/A
N/A

3.3400
4.2900
50400

N/A
N/A
N/A

4.2900
5.0400

N/A
N/A

NIA
N/A

3.3400
4.2900
5.0400

N/A
NIA

N/A
N/A

N/A
N/A

3.0400
3.9900

NIA
N/A

N/A
N/A

3.0400
39900

Company
Proposed Rates

a Rate DesignSahuarita Water Company
Docket No. W~0371 BA-09-0359
Test Year Ended December 31, 2008

Schedule JMM-1
Page 1 of 2

Monthly Usage Charge Present
Staff

Recommended Rates

$ $

Meter Size (All CIasseslt
5/8 x 3/4 Inch
3/4 Inch
1 Indl
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch

16.00
25.00
40.00
75.00

120.00
22s.00
375.00
750.00

15.00
2500
40.00
80.00

128.00
256.00
400.00
800,00

Commodity Charqe . Per 1,000 Gallons

5/8" x 3/4" Meter (All Classes Except Standoioe/Contruction)
First 6,000 gallons
Over 6,000 gallons

$ 2.0500
2.7500

NIA
N/A

5/8" x 3/4" Meter (Residentially
First 4,000 gallons
4,0o1 lo 10_000 gallons
Over 10,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

First 3,000 gallons
3,001 lo 9,000 gallons
Over 9,000 gallons

NIA
N/A
N/A

s 2.3600
3.5000
4.5000

5/8" x 3/4" Meter (Commerical/lrriclationl
First 10,000 gallons
Over 10,000 gallons

N/A
N/A

N/A
N/A

First 9,000 gallons
Over 9,000 gallons

N/A
N/A

a
r

3.5000
4.5000

3/4" Meter (Residential)
First 8,000 gallons
6,001 to 15,000 gallons
Over 15,000 gallons

N/A
NIA
N/A

N/A
NIA
N/A

First 3,000 gallons
3,001 lo 9,000 gallons
Over 9,000 gallons

N/A
N/A
NIA

2.3600
3.5000
4.5000

3/4" Meter (CommericalllrriqatioM
First 15,000 gallons
Over 15,000 gallons

NIA
N/A

NIA
N/A

First 9,000 gallons
Over 9,000 gallons

NIA
N/A

3.5000
4.5000

1" Meter (All Classes, Except Standpipe/Construction)
First 6,000 gallons
Over 6,000 gallons

2.0500
2.7500

N/A
NIA

1" Meter (Res»dentiall
First 10,000 gallons
10,001 to 25,000 gallons
Over 25,000 gallons

N/A
N/A
N/A

N/A
NIA
NIA

First 20,000 gallons
Over20,000 gallons

N/A
N/A

a.5ooo
4.5000

1" Meter (Commercial)
First 25,000 gallons
Over 25,000 gallons

NIA
N/A

NIA
NIA

First 20,000 gallons
Dver 20,000 gallons

NIA
N/A

3.5000
4.5000

1" Meter (Commercial/lrriuationl
First 10,000 gallons
10,001 to 25,000 gallons

NIA
NIA

NIA
NIA

First 20,ooo gallons
Over 20,000 gallons

N/A
N/A

3.5000
4.5000

1.5" Meter (All Classes, Except Standpipe/Constructionl

First 5,000 gallons
Over 6,000 gallons

20500
27500

N/A
N1A

First 5o,ooo gallons
Over 50,000 gallons

NIA
NIA

NIA
N/A



25.00
40.00
25.00

15.00
25.00

s
s
s
s
s
$

s percent

Establishment
Establishment (After Hours)
Reconnection (Delinquent)
Reconnection (Delinquent) After Hours
NSF Check
Meter Test (If Correct)
Deposit
Deposit Interest"
Reestablishment (within 12 months)
Late Payment Penalty
Deferred Payment
Moving Meter at Customer Request
Main Extensliori and Additional Facilities

$ 5.00
1.5 percent per month

At Cost
At Cost

' Per Commission Rule A.AC R-14-2-403(B)
'* Per Commission Rule A.A.C. R-14-2~403(B)
- Per Commission Rule A.A.C. 9 -14-2~403( ) - Months c ii the system times the mi

Service and Meter installation Charges

25.00
4000
25.00
4000
15.00
25.00

$
$
s
s
$S.

1 percent
. . .

$5.00 or 1.50 percent per month
1.5 percent per month

At Cost
At Cost

nthty minimum.

NlA
NIA

N/A
N/A

3.0400
3.9900

N/A
...n/A

NIA
N/A

3_0400
3.9900

N/A
N/A

N/A
N/A

3.0400
3.9900

N/A
N/A

NIA
N/A

3.0400
3,9900

N/A
N/A

5.0400

Total Present
Charge

Proposed
Meter

lnsallation
Charge

Total Proposed
Charge

Recommended
Service Line

Charge

Recommended
Meter

Installation
Charge

Total
Recommended

Charqe

1- Sahuarita Water Company
Docket No. w-0371 8A-09-0359
Test Year Ended December 31, 2o0a

Rate Design Schedule JMM-1
Page 2 of 2

First 45,000 gallons
Over 45,000 gallons

NIA
N/A

a.5000
4.5000

2" Meter (All Classes, Except Standpipe/Construdion)
First 6,000 gallons
Over 6,000 gaMins

2.0500
2.7500

N/A
N/A

First 80,000 gallons
Over 80,000 gallons

N/A
N/A

NIA
N/A

First 80,000 gallons
Over 80,000 gallons

N/A
NIA

3.5000
4.5000

3" Meter (All Classes, Except Standpipe/Construction)

First 6,000 gallons
Over 6,000 gallons

2.0500
2.7500

NIA
N/A

First 160,000 gallons
Over 160,000 gallons x

N/A
N/A

N/A
NIA

First 160,000 gallons
Over 160,000 gallons

NIA
N/A

3.5000
4.5000

4" Meter (All Classes, Except Standpipe/Construction)

First 6,000 gallons
Over 8,000 gallons

2.0500
2.7500

NIA
N/A

First 250,000 gallons
Over 250,000 gallons

N/A
N/A

N/A
NIA

First 2B5,000 gallons
Over 265,000 gallons

N/A
N/A

>
:

3.5000
4.5000

s" Meter (AH Classes, Except Standpipe/Construction)

First 6,000 gallons
Over 5,000 gallons

2.0500
2.7500

N/A
NIA

First 500_000 gallons
Over 500,000 gallons

N/A
N/A

N/A
N/A

First 560,000 gallons
Over 560,000 gallons

N/A
NIA

3.5000
4.5000

Standpipe (Construction)
All Usage 4.5000 4.5000

Other Service Charges

S

s

$

s

s

s

25.00
4o.o0
25.00
40.00
15.00
25.00

6 percent

$5.00 or 1.50 percent per month
1.5 percent per month

Al Cost
At Cost

s
s
s
s
s
s
$
s
s
$
$
$

s
s
s
s
$
s
s
s
$
$
s
s

$
s
s
$
s
s
s
$
$
s
s
s

s
$
s
s
s
s
$
s
$
$
$
$

998,00
1,458.80
1,378.00
1,92a.00
2,208.00
2,823.00
4,218,430
5,498.00

155.00
255.00
315.00
525.00

1,045.00
1,890.00
1,670.00
2,545.00
2,670.00
3,645.00
5,025.00
6,920.00

445.00
44500
495.00
530.00
830.00
B30.00

1,045.00
1,165.00
1,490.00
1,670.00
2,210.00
2,330.00

155.00
255.00
315.00
525.00

1,045.00
1,B90.00
1,670.00
2,545.00
2,670.00
3,545.00
5,025.00
6,920.00

s
s
s
$
s
s
s
$
$
s
s
$

eoo.oo
700.00
s10.00

1,055.00
1,875.00
2,720.00
21715,03
3,710.00
4,160.00
5,315.00
7,235.00
9,250.00

Service Size 5/8" S
3/4" $
1" $

1-1/2" $
2" Turbine s

2" CompounO $
3" Turbine $

3" Compound $
4" Turbine $

4" Compound $
6" Turbine S

6" Compound $
Over 6" $ At Cost

600.00
700.00
810.00

1,055.00
1,87S. 00
2,720.00
2,715.00
3,710.00
4,160.00
5, 315.00
7,235.00
9,250.00

At Cost A( Cost Al Cost At Cos(
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Sahuarita Water Company
Docket No. W-03718A-09-0359
Test Year Ended December 31, 2008

Schedule JMM-2

Typical Bill Analysis
General Service 5/8 x 3/4-Inch Meter

Company Proposed Gallons
Present
Rates

Proposed
Rates

Dollar
Increase

Percent
Increase

Average Usage 5,424 $ 27.12 s 44.22 s 17.10 G3.05%

Median Usage 5,000 26,25 42.40 s 16.15 61.52%

Staff Recommended

Average Usage 5,424 $ 27.12 $ 31.58 $ 4.44 16.39%

Median Usage 5,000 26.25 30.08 $ 3.83 14.59%

Present & Proposed Rates (Without Taxes)
General Service 5/8 x 3/4-Inch Meter

Gallons
Consumption

Present
Rates

Company
Proposed

Rates
%

Increase
%

Increase

$ 16.00
18.05
20.10
22.15
24.20
26.25
28.30
31 .05
33.80
36.55
39.30
42.05
44.80
47.55
50.30
53.05
55.80
5a.55
61 .30
64.05
66.80
80.55
94.30

108.05
121 .80
135.55
149.30
218.05
286.80

$ 24.75
28.09
31 .43
34,77
38,11
42.40
46.69
50.98
55.27
59.56
63.85
68.89
73.93
78.97
84.01
89.05
94.09
99.13

104.17
109.21
114.25
139.45
164.65
189.85
215.05
240.25
265.45
391 .45
517,45

54.69% $
55.62%
56.37%
56.98%
57.48%
S1 .52%
64.98%
54.19%
63.52%
62.95%
62.47%
63.83%
65.02%
66.08%
67.02%
67.86%
68.62%
69.31%
69.93%
10.51 %
11 .03%
73.12%
74.60%
15.11 %
76.56%
77.24%
77.80%
79.52%
80.42%

sta'ff
Recommended

Rates
18.00
18.36
20.72
23.08
26.58
30.08
33.58
37.08
40.58
44.08
48.58
53.08
57.58
62,08
66.58
71.08
75.58
80.08
84.58
89.08
93.58

116.08
138.58
151 .08
183.58
206.08
228.58
341 .08
453.58

0.00%
1 .72%
3.08%
4.20%
9.83%

14.59%
18.66%
19.42%
20.06%
20.60%
23.61 %
26.23%
28.53%
30.56%
32.37%
33.99%
35.45%
36.77%
37.98%
39.08%
40.09%
44.11%
46.96%
49.08%
50.72%
52.03%
53.10%
56.42%
58.15%

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
1 1 ,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
75,000

100,000
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EXECUTIVE SUMMARY
SAHUARITA WATER COMPANY, LLC

DQCKET no. W-03718A-09-0359

Staffs Surrebuttal Testimony recommends revised rates that would increase operating
revenues by $399,357 to produce operating revenues of $2,614,500 resultiNg in operating income
of $801,261 or an 18.03 percent increase over test year revenues of $2,215,143 Staff also
recommends a revised FVRB of $8,709,351 Staffs recommended rate of return is 9.20 percent.

Revenue Requirement

Staff recommends its revised revenue requirement, revised revenue increase, and revised
percentage of revenue increase.

Rate Base

Staff responds to Sahuarita Water Company, LLC's ("Company") condiments on Staff' s
inclusion of customer deposits in rate base. '

Income Statement

Staff recommends revised operating income, and responds to the Company's comments
on affiliate salaries, amortization of contributions in aid of construction ("CIAC"), and income
taxes. Based on new information, Staff now recommends disallowance of employee bonuses.

Other Issues

Staff responds to the Company's comments on the Central Arizona Ground Water
Replenishment District ("CAGRD") Fee.



~\.

Sunebuttal Testimony of Jeffrey M. Michlik
Docket No. W-03718A-09-0359
Page 1

1

2

INTRODUCTION

Q- Please state your name, occupation, and business address.
n

3 A.

4

5

My name is Jeffrey M. Michlik. I am a Public Utilities Analyst V employed by the

Arizona Corporation Commission ("ACC" or "Commission") in the Utilities Division

("Staff"). My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

6

7 Q- Are you the same Jeffrey M. Michlik who filed Direct Testimony in this case?

8 A. Yes, I am.

9
>

.r

10 Q- What is the purpose of your Surrebuttal Testimony in this proceeding?

11 A.

12

13

14

The purpose of my Surrebuttal Testimony in this proceeding is to respond, on behalf of

Staff, to the Rebuttal Testimony of Sahuarita Water Company ("Company") witnesses,

Mrs. Marian Homiak, Mr. Mark Shamans, Mr. David S. Cutler, and Mr. Thomas J.

Bourassa, regarding revenue requirement, rate base, and operating revenues and expenses.

15

16 Q-

17

18 A.

19

20

21

Did you attempt to address every issue tHe Company raised in i ts Rebutta l

Testimony?

No. Staff limited its discussion to the specific issues as outlined below. Staff' s lack of

response to any issue in this proceeding should not be construed as agreement with the

Company's position in its Rebuttal Testimony, rather, where there is no response, Staff

relies on its original Direct Testimony.

22

23 Q. Please explain how Staff's Surrebuttal Testimony is organized.

24 A.

25

Staffs Surrebuttal Testimony is generally organized to present issues that the Company

presents in its Rebuttal Testimonies.

26 F
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1

1

2

REVENUE REQUIREMENT

Has Staff reviewed Mr. Bourassa's Rebuttal Testimony regarding revenueQ.
_,A

3 requirement for the Company?

4 A. Yes .

5

6 Q- Please summarize the proposed and recommended revenue requirement, revenue

7

8 A.

increase, and percentage increase.

The proposed and recommended revenue requirement, revenue increase, and percentage

9 increase are as follows :
9
I

10

Revenue Increase Percentage Increase

Company-Direct

Staff-Direct

$1,162,216

$262,416

$1,303,712

$393,046

52.47 percent

11.85 percent

58.85 percent

17.74percent

Company-Rebuttal

Staff-Surrebuttal

Revenue Requirement

$3,377,358

$2,477,559

$3,518,855

$2,608,189

11

12 Q- Why is the Company's revenue requirement higher and proposed increase larger

than Staff's recommendation?13

14 A.

15

The difference in revenue requirement is primarily a result of the differences in post-test

year plant, cost of capital, tax issues, amortization of CIAC, and salary expenses.

16

17 RATE BASE SUMMARY

18 Q- Has Staff reviewed Mr. Bourassa's Rebuttal Testimony regarding rate base for the

19 Company?

20 A. Yes.

21
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1

2

Q. Please identify each party's respective rate base recommendations?

A. Yes. The rate bases proposed and recommended by all parties in the case are as follows:

3

OCRB FVRB

Company-Direct

Staff-Direct

Company-Rebuttal

Staff-Surrebuttal

$7,418,410

$8,709,357

$10,059,443

$8,709,357

$7,418,410

$8,709,357

$10,059,443

$8,709,357

4 a

5 CUSTOMER DEPOSITS

6 Q- Does Staff still believe security deposits should be included in rate base?

7 A. Yes. By definition customer security deposits are customer deposits.

8

9 Q.

10

On page 14 of Mr. Bourassa's testimony, he states that the Company disagrees with

Staff's inclusion of customer deposits in rate base for three reasons. First he states

11

12

that customer security deposits are not capital provided by non-investors. Does the

rate malting accounting literature support this position?

13 A.

14

No. In fact, as stated in my direct testimony, according to the publication Accounting for

Public Utilities, by Robert L. Hane, Gregory E. Aliff, and Deloitte & Touche LLP :

15

16

17

18

19

20

21

22

Customer deposits represent funds received f'om ratepayers as security
against potential losses arising from failure to pay for service. These
funds are similar in nature to customer advances for construction. Both
represent a liability to repay the funds received either after a specy'ied
period or upon satisfaction of certain requirements. Like customer
advances, the deposits are available to the utility for use in support of its
rate base investment.
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1 Q-

2.

3

4 A.

How does the National Association of Regulatory Utility Commissioners ("NARUC")

Uniform System of  Accounts for Class B W ater Ut i l i t ies def ine account 235

Customer Deposits" c

NARUC states: "This account shall include all amounts deposited with the utility by

5 customers as security for the payment of bills.as

6

7 Q.

8

9

10

11 A.

12

13

14

15

16

17

Mr. Bourassa states, on page 15 of his Rebuttal Testimony, that "if Staff truly

considered the security deposit as a source of capital then Staff should have included

the annual interest cost in operating expense." Does Staff disagree with including the

annual interest cost in operating expenses?

No. Staff will consider inclusion of an appropriate amount of interest expense on

customer security deposits in operating expenses if the amount is appropriately supported.

Documentation would include, but would not be limited to, documentation showing the

customer name, amount of the deposit, the length of time the deposit was held, the

calculation of the interest expense, and the front and the back of the canceled check for a

sufficient number of customers. It may also include a comparison/reconciliation of new

customers to deposits received and other similar analyses. .

18

19 Q-

20

21

Do you agree with Mr. Bourassa's statement on page 15, of his Rebuttal Testimony,

that "[s]ecurity deposits are akin to prepaid expense and materials and supplies

inventory which are components of worldng capital"?

22 A. No. As stated earlier, customer deposits are akin to advances in aid of construction and

23 are deductions from rate base, and are not components of working capital.

24
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Q. If deposits are not deducted from rate base what is the effect?1

2 A. Similar to advances in aid of construction, the Company would be earning a return on

3 money that is not its own investment.

4

5 AFFILIATE SALARIES

6 A. Ciliates

7 Q- Did you address the issue of affiliate organizations in your Direct Testimony?

8 A. Yes.

9

10 Q. Did the Company respond to the affiliate issue in its Rebuttal Testimony?

11 A. No.

12

13 Q.

14

Is the Company nevertheless still stating that Rancho Sahuarita Management

Company, LLC (or "Management Company") is not an affiliate of the Company?

15 A. Yes. In the Company's responses to Staff data requests JMM 7-4, JMM 7-5, JMM 7-6,

16

17

JMM 7-8, and JMM 7-9, the Company affirmatively stated, "Sahuaita Water Company

("SWC") does not agree that it is an "affiliate" of the Management Company."

18

19

20

Staff notes, as stated in Direct Testimony, that the President of the Management

Company, Mark Sear ans, confirmed that the Company was an affiliated entity.

21

22 Q- Would Staff like to add any additional information at this time?

23 A. Yes. In response to data request JMM 7-6, the Company provided Staff with an

24

25

employment agreement between Mark Sear ans and the Management Company, for the

position of General Manager of the Company.

26
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I

1 The Severance Package clause states the following (see Attachment A):

2

3

4

5

6

7

8

9

10

11

12

13

14

15

Severance in the Event of a Sale: Lf after your Hire.-»Date, the Rancho
Sahuarifa Water Company is sold to an unaffiliated entity (unaffiliated
snail mean any entity not owned managed or controlled by Bob Sharpe,
Fred Lewis, Cort Chalfant or other subsequent senior managers of
Rancho Sahuarita related companies including but not limited to: Rancho
Sahuarita Manangement Company, LLC, Interchange Opportunity Fund
LLP, or Sharpe and Associates, Inc.) and the new entity then terminates
your employment within ninety (90) days of the closing dateofthe sale for
reasons other than the "Exceptions" listed hereinafter under the
"Severance " provision, then you shall be entitled ro a lump-sum payment
thereupon equal to Eighty-Thousand Dollars, less any tax withholding
required by law, upon signing a Release fAll Claims acceptable to the
Company. D

16

17 Q-

18 A.

Who owns the Management Company?

MKS Equitas Investment Group, LTD.

19

20 Q- Who owns and is President and Director of MKS Equitas Investment Group?

21 A. Fred Lewis .

22

23 Q. What does Staff conclude from this information?

24 A.

25

26

Since the above clause describes as an affiliate any entity that is owned, managed or

controlled by Fred Lewis, then, by the Company's own definition, the Management

Company is an affiliate, as confirmed by the statement of its president.

27

28 B. Salary Surveys

29 Q- Have you reviewed the Rebuttal Testimony of Marian Homiak?

30 A. Yes.

31
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1

2

Q. In Ms. Homiak's testimony, did she provide surveys conducted by the American

3

Water Works Association ("AWWA"), New York times surveys, and surveys of

water companies in Arizona? .

4 A. Yes.

5

6 Q.

7

8

Ms. Homiak stated that the surveys from the New York Times are not industry-

specif ic, and that the AWWA survey is industry-specif ic, but does not address

regional differences. Please comment.

9 A.

10

11

12

Staff agrees with that assessment, and based on the limitations as cited in her testimony,

Staff concludes that the surveys do not provide adequate substantiation for salary amounts.

The comparison should be made against similarly-situated B-sized water companies under

the jurisdiction of the Commission.

13

14 Q-

15

Did the Company provide any comparison to water companies in Arizona under the

jurisdiction of the ACC?

16 A. Yes. The Company provided a comparison of its operating costs to other Arizona water

17 utilities.

18

19 Q. Please comment on the Company's survey.

20 A.

21

22

First, the comparison includes utilities that vary in size from the Company. Further,

several of the companies illustrated have no salary information, and the cost at issue

relates specifically to salaries, not to operating costs in general.

23

24 Q- Are salary surveys a substitution for competitive bids?

25 A.

26

No. Conventional wisdom and data indicate that the competition intrinsic in the bidding

process brings about a price advantage to rate payers that a salary survey alone does not.
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1

2

This competition helps to ensure that the best service at the lowest price is obtained

Salary surveys may provide some helpful comparisons, but they are also highly subjective

3

4 Q.

5 A.

6

What do you mean by highly subjective?

Overall service requirements, as well as specific duties and responsibilities of any given

job title, may be quite variable from one water system to the next.

7

8 Q.

9

a10 A.

Did Staff prepare a comparison of the Company's salary expense to the salary

expense of other B-size water companies under the Commission's jurisdiction?

Yes (please see attachment B).

11

12 Q.

1
13 A.

14

15

What does Staff's comparison suggest?

Staffs comparison clearly illustrates that, even among similar-sized water utilities in

Arizona, there is a large variance in salary costs from one system to the next, making

salary surveys an unreliable basis for comparison.

16

17 C. Management Contract

18 Q-

19

On page 5 of her Rebuttal Testimony, Ms. Homiak unequivocally states that there is

not a 25 percent mark-up for overhead and profit for the Management Company

20 Please CoIIlll'l€Ilt.

21 A.

22

Based on a series of Staff data requests and review of the aftlliate's general ledger, Staff

could not detect a separate line item for either an overhead and/or profit component.

23

24 Q- Did Staff examine the contracts of other affiliates that the Management Company

25 does business with?

26 A. Yes.
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1 Q. Did any of those contracts include a detailed schedule of employee salaries like the

one included in this management contract?2

3 A. No.

5

6

Q- Does the absence of a separate mark-up necessarily mean that Staff finds the salaries

are reasonable?

7

8

A. No. I will discuss this later in my testimony.

9

10

Q. Does Staff still have concerns related to the management contract?

A.

11

12

Yes. Even though the Management Company stated that it currently does not bill the

Company for the 25 percent mark-up for overhead and profit, this does not preclude the

Management Company from including this mark-up at a later date.

D. Company Supplied Information

Q. You stated earlier that the Management Company's salary expense appeared high

compared to other similarly-sized water companies in Arizona?

A. Yes, and as a result Staff asked for additional infonnation from the Company that was not

available when Staff filed its Direct Testimony.

Q. Referring to Schedule 1 of the Contract between the Company and the Management

Company (see Attachment C), the Company makes a distinction between dedicated

and not dedicated employees. What does this mean?

13

14

15

16

17

18

19

20

21

22

23

24

A.

25

26

The Company's response to Staff data request JMM 7-1 indicated that "not dedicated"

employees are employees with a salary allocation to the Company that is less than 100

percent. Dedicated employees are employees with a salary allocation to the Company that

is equal to 100 percent.
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l

Q- Does Staff have concerns regarding the allocation of salaries for employees classified1
2.

as "not dedicated?"
n

3 A.

4

Yes, such an allocation creates the potential for salary costs that actually belong to the

unregulated affiliate to be shifted to the regulated water company and its captive rate

5 payers .

6

7 Q.

8 A.

9

Where are these "not dedicated" employees assigned?

According to the Company's response to Staff data request 7-5, these employees are

assigned to 001 .-. Corp Office .- Sharpe & Associates. 1

10

11 Q-

12

How much salary expense of these "not dedicated" employees was allocated from the

Management Company to the Company?

13 A. $100,831.

14

15 Q~

16

How much salary expense in bonuses for these "not dedicated" employees was

allocated from the Management Company to the Company"

17 A. $16,598.

18

19 Q.

20

21 A.

22

23

Would Staff necessarily disallow the salary costs of these employees just because the

employees were not dedicated full-time to the Company?

No. Staff would recommend inclusion of any costs that were reasonable and properly

substantiated. To that end, Staff requested supporting documentation for the allocated

costs of the "not dedicated" employees.

24
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1 Q;

2

Did Staff request supporting documentation for the allocated costs of the "non-

dedicated" employees?

3 A.

4

Yes. Specifically, Staff asked how the allocation percentages of those employees were

derived.

5

6 Q.

7 A.

8

What was the Company's response?

The Company responded, "The percentage allocated to each position was based on the

employee's estimate of actual time spent."

9 9

J

10 Q. Did Staff also ask for timesheets to support the employees' activities?

11 A.

12

Yes. However, the Company's timesheets provided only the number of hours worked by

the employees and no descriptions of actual activities performed.

13

14 Q.

15 A.

What did Staff specifically request of the Company?

Staff specifically asked the following question:

16

17

18

19

20

21

22

23

Please explain how the contract salary expense of the President who was
employed through July 2008 was directly or indirectly related to the
provision of water service for the Company's customers. As part of your
response, please state the number of hours worked directly for the
Company and provide timesheets specu9cally indentifying the number of
direct hours worked along with a description of the type of work
performed

24

25 Q- What was the Company's response?

26 A.

27

The President, through July 2008, estimated that he spent 20 hours per week on tasks

related to water services for the Company's customers. In that position, the President:

28

29 • Provided strategic planning and vision for the Company,
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1 • Hired and worked directly with the General Manager monitoring customer

2

3

4

5

6

7

service, operations, water quality and staff,

Communicated monthly reports and updates to ownership;

Reviewed all contracts and coordinated with legal counsel,

Established and maintained policies and procedures to insure consistency with

management policies, and,

Created annual action plans detailing projects and goals for upcoming years.

8

9 Q. Does Staff find the Company's support adequate?
s
:

10 A.

11

No. There is no indication of what the "not dedicated" employees actually worked on--

only vague statements and guesses as to the percentage that was charged to the Company.

12

13 Q- Is this type of accounting practice in accordance with NARUC?

14 A.

15

16

No. NARUC directs that, to the maximum extent practicable, in consideration cf

administrative costs, costs should be collected and classified on a direct basis for each

asset, service or product provided.

17

18 Q. What are direct costs?

19

20

A. Direct costs are those which can be specifically identified with a particular service or

product.

21

22 Q- Can you give an example?

23 A.

24

25

26

Yes. Most legal invoices that Staff reviews specil'8/ the number of hours that an attorney

works on different areas of a rate case. For, example, .25 hours reviewing Staff data

requests, l hour working on company filing, etc., along with the cost charged per each

hour of work.
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1 Q. Could the Management Company have used this methodology to track the expenses

2

3 A.

4

for "not dedicated" employees?

Yes, such a methodology would be far more accurate and reliable than a vague "estimate"

of time spent performing an array of activities for one of a number of affiliates.

5

6 E. 10-Year Staying Plan

7 Q-

8

Did Sahuarita provide Staff with its own 10-year staffing plan from 2006-2016 for

the Company (see Attachment D)?

9 A.

10

11

12

Yes. Specifically, the Company provided an organizational ehait for 2007-2015 that

includes the positions of General Manager, Operations Manager, Customer Service

Manager, Controller, Water Quality Manager, as well as various laborer and operator

positions, based on prob acted growth.

13

14 Q,

15

Are the President, Human Resource Manager, Bookkeeper, Vice President, and

Chief Financial Officer of the Management Company included in this 10-year

16 staffing plan for the Company?

17 A.

18

No. Further, these positions are not included in the Management Staff job descriptions

provided and are not included in due projections in Table 4.

19

20 Q-

21

Does Staff have a concern with the Company chart or the number of employees that

are currently dedicated to the Company?

22 A.

23

24

No. Staffs concern is that expenses may be included in the allocation to the Company

from the affiliate Management Company for salaries that are not necessary in the day-to-

day operations of the Company.

25
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1 Q- What is Staff's recommendation?

2 A. Staff recommends that $100,831 be removed from affiliate salaries (see Surrebuttal

3 Schedule JMM-11).

4

5 F Bonuses

6 Q- Did Staff make an adjustment for Company bonuses?

7 A. Yes.

8

9 Q~

10

Why is this adjustment being proposed now in Surrebuttal Testimony, rather than in

Staff's Direct Testimony?

11 A.

12

13

When information on employee bonuses was first requested by Staff, the Company's

response did not detail this data. However, in response to a follow-up data request, the

Company indicated that it paid $33,579 in bonuses.

14

15 Q- Are bonuses necessary to the provision of water service?

16 A.

17

18

19

20

No. Bonus pay is not part of an employee's base salary, payment is conditional on

performance, so there is no guarantee that the money will actually be paid to the

employee. Including incentive pay in the Company's revenue requirement guarantees

enough money to pay employees who are not guaranteed to receive it. This is unfair to

ratepayers and should not be allowed.

21

22 Q- Can you cite a recent Commission Decision in which removal of employee bonuses

23 was approved by the Commission?

24 A.

25

Yes. Decision No. 71274,1 for Sulphur Springs Valley Electric Cooperative, removed

employee bonuses from rates, at page 14.
\

1 Dec. No. 71274 at 14:15-16, issued September 8, 2009.
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1

2

Q. What is Staff's recommendation?

A. Staff recommends that $33,579 be removed from affiliate salaries (see Surrebuttal

3 Schedule JMM-11).

4

5 G, Pro-Forma Aajusrment to Salary

6 Q. Has Staff now included the $40,500 pro-forma adjustment to salary that it excluded

7 in the Direct Testimony?

8 A. Yes.

9 >
z

10 Q. Does Staff now believe the pro-forma adjustment is reasonable?

11 A. Yes. Based on a data request from Staff, the Company responded:

12

13

14

15

16

17

The position of Customer Service Manager was vacated in November

2007 and was not staf'ed again until September 29, 2008. Therefore,
during the test year, the salary for only October and November is
reflected. This is the reason for the $40,500 aahustment requested in our
application, to cover the costs of this position for full year,

18

19

20

21

Additionally, this position was identif ied as a dedicated position in Schedule 1,

Compensation to Contractor, of the management service agreement, and was also

identified in the Company's 10-Year Staffing Plan.

22

23 RATE CASE EXPENSE

24 Q. Mr. Bourassa proposes a surcharge for recovery of rate case expense. What is

25

26 A.

27

28

Staff's position?

Staff believes that rate case expense is an ordinary cost of doing business for a regulated

utility and is not an appropriate cost for an extraordinary mechanism such as a surcharge.

Staff believes that revenues and expenses should be included in base rate calculations as
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I

1

4*
g

5
8'

2

part of regularly-filed rate applications that take into consideration all factors that affect

the Company.
_, o ,

3

4

ii
E
5

4:
gr

5 Q.

6 A.

13.

E*

I
z
'l
:
I
t

7

8

CONTRIBUTIONS-IN-AID-OF-CONSTRUCTION ("CIAC") AMORTIZATION

What is the best methodology to calculate the amortization of CIAC?

Ultimately, the best methodology to calculate the amortization of CIAC is to identify the

amount of CIAC in each plant account and to multiply that amount by the depreciation

rate of the respective plant account. The sum of the individual amounts would represent

the amortization of CIAC.
E
E9

10

I E
E
g
':

11 Q. Do most companies know the exact amount of CIAC included in each plant account?

12 A. No, they do not. i

13

14 Q. When the exact amount of CIAC included in each plant account is not known, what

15 methodology does Staff recommend to calculate the amortization of CIAC?

16 A.

17

When the exact amount of CIAC included in each plant account is not known, Staff

recommends calculating a composite depreciation rate by dividing depreciation expense

18 by depreciable plant.

19

20 Q. Has the Commission previously approved of Staff'S methodology?

21 A.

22

Yes. with few exceptions, this methodology has been approved by the Commission for

all rate cases that come before the Commission.

23
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1 Q. Did Staff review Mr. Bourassa's Rebuttal Testimony concerning amortization of

2 CIAC?

3 A. Yes. Mr. Bourassa claims that non-depreciable plant items should be included in the

4 composite rate calculated for the amortization of CIAC because non-depreciable plant

5 items can be purchased with CIAC.

6

7 Q. What is Staff's response to the Company's proposal to include non-depreciable plant

items in its amortization of CIAC calculation?

9 A.

10

11

12

If the Company wants to move away from using a composite rate for CIAC amortization,

then the Company must identify the amount of CIAC for both depreciable and non-

depreciable plant by plant account number, and provide Staff with documentation

supporting the ciAo amount.

13

14 Q-

15

Has Mr. Bourassa made this argument before or contested Staffs methodology on

the amortization of CIAC before?

16 A. No. However, I note this is the same methodology he is proposing in the current Bella

17 Vista Water Co. case (Docket No. W-02465A-09-0411).

18

19 Q. To what non-depreciable plant items is he referring?

20 A.

21

22

Based on the Company's Plant-in-Service Schedules, he is referring to Account 301

Organization Costs in the amount of $7,541, Account 302 Franchise Cost in the amount of

$350,861, and Land and Land Rights in the amount of$13,636.

23

24 Q-

25

Are organization costs and franchise costs generally paid by the Company and not

costs that are contributed by someone other than the Company?

26 A. Yes.
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1 Q.

2

Did Staff review these accounts, and the supporting documentation provided to it by

the Company, and what was Staffs conclusion?

3 A. Yes. Staffs conclusion is that there is no CIAC associated with these accounts.

4

5 Q. Are Land and Land Rights items that could be contributed by someone other than

6

7 A.

8

the Company?

Yes. However, the Company provided Staff with special warranty deeds, and also a

spreadsheet indicating a purchase price for the land. Therefore, Staff concludes no CIAC

was associated with this account.9

10 a

r

11 Q-

12 A.

13

14

15

16

So, in the instant case, would it be erroneous to apply Mr. Bourassa's methodology?

Yes, in the calculation of a CIAC composite rate. The Company needs to provide

supporting documentation not only for these accounts, but also the depreciable

accounts. If it identities contributions in the non depreciable accounts, it should be able to

indentify contributions in all the plant accounts and Staff would need to review this

infonnation to confirm accuracy.

17

18 INCOME TAXES

19 Q- Have you read the testimony of David S. Cutler, CPA on behalf of the Company.

20 A. Yes.

21
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1 Q;

2

3

4

5

6

Based on his Rebuttal Testimony at page 2, Mr. Cutler states that his testimony "is

designed to address and till two (2) evidentiary "gaps" that were apparently present

in the sunrise Water Company and Farmers Water .Co. cases decided by the

Commission on December 23, 2009, (Decision No. 71445) and March 17, 2010,

(Decision No. 71510), respectively." Does the provision of  the Company's K-1

Schedules offer any new, relevant evidence which affects Staffs stated position?

7 A. No. The Internal Revenue Service ("IRS") requires the pass-through entity to file an

8

9

10

11

12

informational return to report the individual owners' pro-rata shares of the entity's

income. This pro-rata share of income is reported for each owner in the Schedules K-l,

for the owner's use in calculating and reporting his own income tax liability. The

provision of the K-l simply substantiates that the Company made its informational filing

as required by the IRS. This is not new, relevant information.

13

14 Q. Please respond to Mr. Bourrassa's comments that the removal of income taxes from

15

16

17 A.

18

19

20

the expenses of a Limited Liability Company ("LLC") results in the LLC "being

treated differently than a C-Corp when there is no sound justification to do so"?

Staff does not agree. The differing treatment has a very sound basis in federal tax law.

The IRS requires that "[a]n LLC business entity must tile as a corporation, partnership or

sole proprietorship."2 Further, if not automatically classified as a corporation, an LLC can

file to elect its business entity classification.

21

22 Q-

23

24 A.

So the Company, if it chose, could have elected to be taxed as a subchapter "C"

corporation, and included income taxes as assessed by the IRS in this rate case?

Yes. Instead, the Company chose to be taxed as a partnership. According to the IRS 2

25

2 From the IRS web site, available at: http1//www.irs.gov/businesses/small/article/0,,id=98277,00.html.
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1

2

3

4

5

A partnership must fle an annual information return to report the income,
deductions, gains, losses, etc., j9*om its operations, but Ir does not pay
income tax. Instead, it 'Passes through" any profits or losses to its
partners. Each partner includes his or her share of the partnershqals
income or loss on his or her tax return. (Emphasis addédl?

6

7 This is clearly not a mere technical distinction as characterized by Mr. Bourassa.4

8

9 Q- Please respond to Mr. Bourrassa's comments that the removal of income taxes from

10 the expenses of a LLC results in the ratepayers receiving an unjustified windfall"?

11 A.

12

13

14

Staff does not agree. In fact, just the opposite is true. If ratepayers are required to pay for

the individual tax liability of the LLC members, it is actually the 'LLC members who are

receiving the windfall by unfairly charging the ratepayers for their personal tax liability,

an expense that is not related to utility service.

15

16

17

CENTRAL ARIZONA GROUND WATER REPLENISHMENT DISTRICT ("CAGRD")

Q. Have your read Mr. Mark Shamans's Rebuttal Testimony on CAGRD?

E 18 A. Yes.

19

20 Q.

21

In regards to Condition No. 5, Mr. Shamans states that the June 30, 2010, date

should be revised. Please respond?

22 A. Yes. Staff agrees and the new date should be June 30, 2012.

23

3 From the IRS web site, available at: http://www.irs.gov/businesses/small/anicle/0,,id=982l4,00.html.
4 "Staffs challenge to the inclusion of income taxes rests merely on a technical distinction rather than reality."
Bourassa Rebuttal Testimony at p. 12.



*

Surrebuttal Testimony of Jeffrey M. Michlik
Docket No. W-03718A-09-0359
Page 21

1

2
Q.

3

4 A. Yes.

5

As to Condition No. 6, Mr. Sear ans states that this condition is too vague, and then

goes on to ask what agencies Staff is referring to and what supporting documentation

Staff needs. Can you clarify?

Staff is recommending that the Company provide any and all supporting

documentation that is used in the calculation of the Company's CAGR.D amount. Staff is

6

7

8

referring to any and all agencies to whom the Company provides CAGRD-related

information. Staff also agrees with the Company that the word Tucson should be

substituted for Pima, on page 27, line 19.

9 3
r

10 Q. with reference to Condition No. 7, Mr. Sear ans states that "consideration by the

11

12 A,

13

14

Commission" is disturbing. Please respond"

Ultimately, it is the Commission's decision on whether to approve, deny, or modify any

adjuster mechanism at anytime. Therefore, the control of the adjustor mechanism lies

with the Commission not with the Company..

15

16 Q. Please respond to the Company's criticism that Condition No. 8 is too rigid?

17 A.

18

To clarify once again, this is a new adjustor mechanism, one, with which Staff has no

experience. There is no history or record with this adjustor mechanism. A change in the

19 way in which the CAGRD fee is assessed would require Staff analysis and a

20

21

22

23

recommendation on any new change to the adjustor mechanism. Staff disagrees with the

implicit assertion made by the Company that it would be an abrupt change. Staff believes

that the CAGRD would make known any proposed changes in methodology at least

several months in advance such change, just like it does with its membership charges,

24 which are projected years into the future.

25

I
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1

2`

Q.

3

4 A.

5

6

7

What is Staffs response to the Conlpany's hypothetical question regarding

Condition No. 9 about what would happen if the CAGRD fee changed from once a

year to perhaps multiple times a year? c

As with the last response, Staf f  would need to do an analysis and put forth a

recommendation on any new change to the adjustor mechanism. Again it is highly

unlikely that CAGRD would give no advance warning of a pending change to its

medaodology.

8

9 Q. What is Staffs recommendation regarding the CAGRD if Staffs proposed

10 conditions are not adopted?

11 A.

12

Staff recommends that the CAGRD adjustor mechanism recommended byStaff should be

approved only ifStaff's recommended conditions are also approved.

13

14 Q- Does this conclude your Surrebuttal Testimony?

15 A. Yes, it does.



$ 393,046

H

Surrebuttal Schedule JMM-1
1

Sahuarita Water Company, LLC
Docket No. W-03718A-09-0359
Test Year Ended December 31, 2008

REVENUE REQUIREMENT

(A)
COMPANY

FAIR
VALUE

(B)
STAFF
FMR

VALUE
LINE
no. DESCRIPTION

1 $ 7.418,410 s 8,709,357Adjusted Rate Base

2 Adjusted Operating Income (Loss) $ 170,618 $ 408,215

3 Current Rate of Return (LE l LI) 2.30% 4.69%

4 Required Rate of Return 12.00% 9.20%

$ 890,209 $ 801.2615 Required Operating Income (L4 * L1)

6 Operating Income Deficiency (L5 - L2) $ 719,591 $

>

393,046

7 Gross Revenue Conversion Factor 1.6151 1.0000

8 Required Revenue Increase (LE * LE) $ 1,162,216

9 Adjusted Test Year Revenue $ 2,215,143 s 2,215,143

10 Proposed Annual Revenue (LB + LE) $ 3,377,359 $ 2,608,189

11 Required Increase in Revenue (%) 52.47°/o 17.74%

References:
Column (A): Company Schedule A~1
Column (B): Staff Schedules JMM-2 and JMM-9
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9

s

Q

Surrebuttal Schedule JMM-2
i

ESahuarita Water Company, LLC
Docket No. W-03718A-09-0359
Test Year Ended December 31, 2008 I

8
i
8

RATE BASE - ORIGINAL COST

(B) 6 (C)
STAFF

AS
ADJUSTEDLINE

NO.

(A)
COMPANY

As
FILED

STAFF
ADJUSTMENTS

Adj.

NO

33 35 1.2
3

$
1

2
3

Plant in Service
Less: Accumuiated Depreciation
Net Plant in Service 33

20,957,540
1,680,847

19,275,693 $

2,522,688
(327,565)

2,850,253 $

23,480,228
1,353,282

22,126,946

LESS."

$ $ 1.877.809 5
$
$

4.314.264
251.796

4,062,468

4
5
6

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC

2,436,455
251.796

2,184,659 1,877,809
l

7 Advances in Aid of Construction (AIAC) 9,334,999 (76,082) 1 9,258_917

8 Customer Deposits 96,204 4 96,204

Deferred Income Tax Credits 338,625 (338,625) 5 an

9

ADD."

9 Unamortized Debt Issuance Costs

'10 Differed Regu\atory Assets

11 Original Cost Rate Base 8 7,418,410 $ 1,290,947 $ 8,709,357

Referencest
Column [A]: Company as Filed
Column [B]: Schedule JMM-3
Column (C): Column (A) + Column (B)



'r
E
E
" 5

.Cu
c/>

WE
mc

9*
E
2->
.Co
tn

`Fj
cm:

"7 m
I I

'LD
<3-

° c o I I l |
r- v- co 1-
q in m I*-
u> m co t.D_
I* Q m 1'"

II) 1- F*-
m 1-

I
T"

I an
m
q '
Lf)

co cal v
LD r" G)

' <D_ GJ_ rD_
u * >  m  w
l " " >  W  v-
on

uor-~'crl.r>vco
Gmczcnmcos-
m_m_m_m_m_m
1"{\l 1-CNICD
® F _D_W_©
Q-CJCNIT*

1-

1- OF
U) NI Q; 1-
m (D
co q'
PP 1'

m on
ID m

' c::)_ v*
m1"

1-DJl*-Df'~I("\IW

1"- qua-won
1 ' unaooauauvo>l-._co_v_c'>_

1" CWI

=»'lN
1-1

~lN

J I Pof.r-_<:r_cn_c\l_
€l'1:-(*~lCD{Dt-lD(DlOCD
m_c~4c>_n_
'Cr <rcn

r ~
LD

cm
CD

no

E
E
' J

2
'U
I )

. :
u
VI

D
UJ

359>._.,_2
We

<

3
1:
::
.Q
ms...1.

vo HE 991 vo up

w I I | I I | I 0 0 i I I I I I I I I I I l l n I | I I I I I I | | I 1 | | a | I I
E

¢ " lIDN
no
o f
m~...»

LD
N
LD
an
m
m

:Q.

a>m .
E10 2

=r: 8 8 '5
_ 6 "Sa< *g r- m
._*
8
m

a
E

r e
Er>

€8 91 ea 99

I | I a | I 1| | I I I I I | | a | | I I I I I I I I I I I I I I I I I

fr
CJ

|  N
m
m

| I I

Wo
LD
m

E
<r 5 4-1
==l E

o

Sn

""J
- cmCO w as

cm 8 eel as ea

I I \ I I I I I I l I I I I i I I I F I I I I I
(D

| Lo I I I I I l 1 \
a I I I .|

4In
LF)
LD

I Lo
/-
N
Q

-1
~1

I D
w

\.r>_

NNm
§

to
U C2 .Q §f>! m

** 3
3
< 3 no

u 4;< D m
nr

J '
I °l=lE no o

u:

as up 991 as awl
a
I

I l I I I I I I l 8 I I I l c | | a I \ I I
9 l I I I

3
a s

| <:r

r " - .
n
l* -

LD1 '
Lf)

8

414 4In.
c a  m
I O L f )
N  1 '
o Q

-.no

l.D
LD

I*-
N
Q

Q

'o "Pfv-5
3 * 29 3 8 =

QZDU
<(l i8 /:0 )

2<~=
8D.

ea es

1 | Q u I | l | I

\"'
LDI I I l I | | I I I I l I I U 1 n | | I I  N n I I I

[D
m

o> av
oan m ....
r(r~ l.~m_ Qv- 1-

cml
,q

I I

cm
D

l*~
l \

v'E

Lm
m
GJ

4 >-"8 r:
-> cu E
Q *T n.
<1 "w

o
a

an as ml up 449

a |

I |
I

( D
OF

\ pp I

o
m

c o  C a l  W
C D  1 -  GJ

' <o_ G>_ AD_
Lm m to
m W 1-
m

1- U)
O) Nn Q) 1"
c*> (D
co '<r
cw 1"

co N
ID m

' m 1-
m
1"

m

°>\'up
UU
PP

'  to
m
m
m3

l- ca FJ 1"UU 1" I*-
m

u:»r-r~ou'>I--f.omuu1nmmv-
m_n_m_m_o_m
1-P41"C\IC'~l1-LDcDC~|P--CD 1"D(\li.D

oo ' :v >I"-.
'I-GDI'*-l*~l*-WW'eocoovcvruuvuo
1 - t ' ~ a m v r - G
1 - Q 9 1 - v a n w

. U } 1 " -_©_C>_l.D_
U 1 - p
p CW

w
|\
n _
owl
1-1

snxoaamnncnmncn
<r_re<o_a>_
u::pll<r<rrunmev<rnv-m
N |<~4 m

ol°'lv
Fail
1-
l<r_|
lv~ I

v-w-<Ov'
VIDUUN>-5u'>w<s<o2 Lu -  -  -if! 1-

SQ (
99 ea eel <9 I l l

.5
LLI

o

z
Q
I-
8
mc
o
v:
Lu

Ag;EE L:c:.D_E dl...
c"'T',,

3IDas 8 8
..'-2 c 3 'E
> 3 -9 as

o8  E

C
E

E T
E 88 s (D

4-1
m
G

O

w
c>
u

.c S : <v

re E

m2£ET c
C 3
m 'E 'Uan > c

.91 CL 3_2 Sn 8
E O U:

.Q RuCLE 8 -

.Q

.Q
U
m
Q.

o
o

E
\D
m
N

m

c

0 t -» - ' 5
U)
Wu:

. ° ` 0

m fg

as upo
r: E
3  3

4
:_ E
.Q 2
m

En
-»32-'15 U

vs Q . G s
au c

93 c : 3 8 E§¢=s 9- 8 m 'E
: . - Q. : - n c

= _ " 5 ' 5 E . . . 9 - E . - 8
°" 18 Vg - g - - - -D 8 = m 3 u . 9 " - " a.. _ 2wu'TaS° ""=3..L3°E8w3§8§ '°

__ c 2 9 a z  8 E c "w  5 x9 u 8 m & 5 1 -
° l5 ' ° V-5 ID t - - u p : u a n 3 2 : e 5 8 2 ¢ » 2 < a=5§==§ §§EEm: "3£&;mE53£'" 8.Q _.g~.;>¢°==°9§=-2 0.E.5'i3._U2~g289"'.>§"'

8§828353284¢¢"_~ ggggemgeasigig-
' E € " 3 5 ¢ m E 2 ~ . = ~ ~ P m 2 @ 8 § ~ 0 % $ 8 ° - E i . . , , , i - m . . .
m ¢ u 3 ! v = - & ~ s 2 2 . \ § = z 2 = . , ~ ~ _ = - H 2 § e ° 2 ¢ v . = =
9 C = ' 5 ¥ 0 " : _QIU1U__l2Q Ur . = b N 2 n 0 . 2 . . . - Q _ E
0 8 3 m Q 5 E w m m § § Q 8 s i 8 5 o ¢ m 4 4 0 2 0 € 4 3 3

m uE<8

GJ

8

a
GJ

U )

, E
4-4
C

.LQ

G .

o
o

u N
.1 a»85
= . »
n a E
n. elErv

3°-1u
. 8 2 5
as;
E in

V)|-
zm
E|-mD
1D
<
\l.l
ID
<m
m

3
|-
W
o
u
._|

3
Q
M
o
u.
o
>-
hf
<
E
2
D
UI

'<8o021
<

'vol

Iii
Q>
m
LLl
U)
3
i `
2
< * _ N m q _ m w , ` m m Q 1 - n m v u 5 c o v \ m o > o v - r ~ | v > < r \ n ¢ o r ~ u o o > o - - n m v m c o n m m o v m m v m n m m m o8 -1~1-1-1~v-v-1-1-1-nnnc\lnnnnnnm<~'>mr>mcf>:*>mmnvvvvwvvvvvmm

< - ( ' \ l f " ) < f l D L D l \ ® U 7 G 1 ' ® O © 1 ' ¢ ' ) W \ D £ D C D G y ' ( \ I ( ' 3 9 ' l ! ' ) ( . D f \ © '

m v u m m m c f u v v m m m m m m m m m m m r z v u m m m m r a n r b r a m

l -

Q o D o D c > o o o 1 - f - n n c * ' > m m c ~ ' > m m m v < r v v < r < r < r < r < r -  i n
*E 8
P- _I

'ES

z

6 -
s 2
V
.5 .§ 5
s= "Ag-;

m§EW§ 8U<302P
3g'§WU9i828§< 3 <8g
= § o =

._ , ,
2053882<°

g a. - m
a

a-

8$z§"- E m
c

. _ |98 8 :> a)
< (  o f

8o 3*o on
.8 8
o 3

Q E B
2 8 as

D Q

|

as
au
no
W
o
U
3
c
U)
'c
O



LINE
no.

ACCT
no, DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENTS

STAFF
RECOMMENDED

DESCRIPTION

COMPANY
AIAC

As FILED
STAFF

ADJUSTMENTS
STAFF

As ADJUSTED

Surrebuttal Schedule JMM~4Sahuarita Water Company, LLC
Docket No. W-0371 BA-09-0359
Test Year Ended December 31 _ 2008

RATE BASE ADJUSTMENT no. 1 .. POST-TEST YEAR PLANT

[Al [BI [Cl

1 Post-Test Year Plant s 1 ,B44,270 $ 2,850,253 s 4,694,523

Based on Staff Engineering Report Table 1-1 .
Remove Post-Test Year Plant (Based on Staff Engineering Report Table I-1)
Add Post-Test Year Plant (Arsenic Treatment Facility)

$
s
$

(1 ,844,270)
4,694,523
2,850,253

[AI [BI (Cl

Contributions in Aid of Construction $ 2,436,455 s 1,877,809 s 4,314,264

Loan forgiveness amount 40% of $4,694,523 = $1 ,877,809

REFERENCES:
Column [A]: Company Filing
Column [B]: Testimony JMM
Column [C]: Column [A] + Column [B]

9

.
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: 2 1 ;



LINE
no.

ACCT
no. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENTS

STAFF
RECOMMENDED

DESCRIPTION

COMPANY
AIAC

As FILED
STAFF

ADJUSTMENTS
STAFF

As ADJUSTED

Sahuarita Water Company, LLC
Docket No. W-0371 8A-09_035g
Test Year Ended December 31, 2008

Surrebuttal Schedule JMM-5

RATE BASE ADJUSTMENT no. 2 .. PLANT NOT USED AND USEFUL

[A] 19] [Cl

1

2

3

4

5

307
331
333
335

Wells & Springs
Transmission & Distribution Mains
Services
Hydrants

$
$
s
$
s

800,396
10,162,557
2,081,553

672,037
13,716,543

$
$
5
$
$

(251,483) $
(30,250) 5
(30,159) $
(15,673) $

(327,555) s

548,913
10,132,307
2,051,394

656,364
13,388,978

Based on Staff Engineering Report Table H-1.

[A] [B] tc1

6
7
8
9
10
11
12
13 Advances in Aid of Construction (AIAC) $ 9,334,999 $ (76,082) $ 9,258,917
14

REFERENCES:
Column [A]: Company Filing
Column [B]; Testimony JMM
Column [C]: Column [A] + Column [B]



LINE
no. DESCRIPTION

COMPANY
As FILED

STAFF
ADJUSTMENTS

STAFF
As ADJUSTED

i
\

q

i
i

Surrebuttal Schedule JMM-6Sahuarita Water Company, LLC
Docket No. W-03718A-09-0359
Test Year Ended December 31, 2008 fig:

In ;-.

RATE BASE ADJUSTMENT no. 3 _ ACCUMULATED DEPRECIATION

43

(Al [Bl [C]

I
1 Accumulated Depreciation $ 1,680,847 $ (327,565) $ 1,353,282

.Q
'a ¢
00

s§.».
:~

References:
Column [A]: Company Application
Column [B]: Testimony JMM
Column [C]; Column [A] + Column [B]
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LlNE
no.

ACCT
no. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENTS

STAFF
RECOMMENDED

Sahuarita Water Company, LLC
Docket No. W~03718A-09-D359
Test Year Ended December 31, 2008

Surrebuttal Schedule JMM-7

RATE BASE ADJUSTMENT no. 4 .. CUSTOMER DEPOSITS

fAr I'] J Fm

1 Customer Deposits $ $ 96,204 $ 96,204

REFERENCES:
Column [A]: Company Filing
Column [B]: Testimony JMM
Column [C]: Column [A] + Column [B]

s
I

J



LINE
no.

ACCT
no. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENTS

STAFF
RECOMMENDED

4

Surrebuttal Schedule JMM-8Sahuarita Water Company, LLC
Docket No. W-03718A-09-0359
Test Year Ended December 31, 2008

RATE BASE ADJUSTMENT no. 5 - DEFERRED INCOME TAXES

[Al c [C]

$ 338,625 $ (338,625) $
1 Deferred Income Taxes

To Remove Deferred Income Taxes

REFERENCES1
Column [A]i Company Filing
Column [B]: Testimony JMM
Column [C]: Column [A] + Column [B]

[Bl

>

I



4

4

Sahuarita Water Company, LLC
Docket No. W-0371 BA-09-D359
Test Year Ended December 31, 2008

Surrebuttal Schedule JMM-9

OPERATING INCOME STATEMENT . ADJUSTED TEST YEAR AND STAFF RECOMMENDED

[B] [D] [E]

LINE
NO. DESCRIPTION

[A]
COMPANY
ADJUSTED
TEST YEAR
AS FILED

STAFF
TEST YEAR

ADJUSTMENTS
Adj,

ML

[C]
STAFF

TE sT YEAR
AS

ADJUSTED
L`

STAFF
PROPOSED
CHANGES

STAFF
RECOMMENDED

$ 2,057,901 $ $ 2,057,901 s 393,046 s 2,450,947

157,242 157,242 157,242

REVENUES:
Metered Water Sales
Water Sales-Unmetered
Other Operating Revenue
intentionally Left Blank
Total Operating Revenues $ 2,215,143 $ s 2,215,143 s 393,046 s 21608,189

$ $ $ $ $
4,256

147,364
4,256

147,364
4,256

147,354

11,866
75,423
30,131

770 v603 (135,161) 1&2

11 ,ass
75,423
30,131

635,442

11 ,ahs
75,423
30.131

635,442
>

8.750
1,195
22,358
21 _11 1

1,632
(11,299)

3

4
10,382
1.896

22,358
21,111

10.382
1 _896

22,358
21,111

(30,000) 57s,000
14,724

109
510,853 60,547 6

45,000
14,724

109
571,400

45,000
14,724

109
571 ,400

11 ,602
103,864 6.211 7

11,602
110,075

11 ,602
122,230
104,948

(18,365)
(104,948)

7
8

1
2
3
4
5
6

7
B
9

10
11
12

13
14

i s
i s
17

18
to
20
21
ZN
23

24

25
26
27
pa

29
30
31
32
33
34
35

OPERA TING EXPENSES;
Salaries and Wages
Purchased Wastewater Treatment
Sludge Removal Expense
Purchased Power
Fuel for Power Production
Chemicals
Materials & Supplies
Contractural Services, Legal&Engr
Contractural Sevices - Other
Contractural Services - Testing
Equipment Rental
Rents Building
Transportation
General Liability Insurance
insurance . Other
Regulatory Commission Expense
Regulatory Commission Expense - Rate Case
Misceallenous Exp
Bad Debt Expense
Depreciation Expense
Depreciation
Taxes other than income
Property Taxes
Income Taxes
intentionally Left Blank
Total Operating Expenses
Operating Income (Loss)

$
s

2,044,524
170,618

$
$

(237,595)
237,595

$
$

1,806,928
408.215

s
s

6,211
386,834

$
$

1 ,813,139
795,050

References:
Column (A): Company Schedule C-1
Column (B): Schedule JnM-10
Column (C): Column (A) + Column (B)
Column (D): Schedules JlvNl-1
Column (E): Column (C) + Column (D)
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LINE
no. DESCRIPTION

COMPANY
PROPDSED

STAFF
ADJUSTMENTS

STAFF
RECOMMENDED

4

Sahuarita Water Company, LLC
Docket No. W-03718A-09-0-59
Test Year Ended December 31, 2008

Surrebuf:tal Schedule JMM-11

OPERATING INCOME ADJUSTMENT no. 1 - MANAGEMENT FEES

[A] [B] [C]

Outside Service $ 770,603 $ (134,410) s 636,193

Staff Calculation:
Remove "Not Dedicated" Salary Expense
Remove Bonuses
Adjustment

I $ 100,831
33,579

134,410$

1
2
3
4
5
6
7
8
9
10

Remove Pro-forma Adjustment
$

Total Adjustment lines 6 and 8
$ 134,410

References:
Column (A), Company Schedule C-1
Column (B): Testimony JMM
Column (C): Column (A) + Column (B)

w

1



LINE
no. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENTS

STAFF
RECOMMENDED

4

Sahuarita Water Company, LLC
Docket No. W-03718A-09-0359
Test Year Ended December 31, 2008

OPERATING INCOME ADJUSTMENT no. z .. BEVERAGE EXPENSES

[A] [8]

Surrebuttal Schedule JMM-12

[C]

i
4.
T
|
»
r
r
l

E

1 Outside Service $ 636,193 $ (751) $ 635,442

References:
Column (A), Company Schedule C-1
Column (B): Testimony JMM
Column (C): Column (A) + Column (B)

9
r



LINE
no. DESCRIPTION

COMPANY
PROPOSED

STAFF.,
ADJUSTMENTS

STAFF
RECOMMENDED

n

*

Sahuarita Water Company, LLC
Docket No. W-03718A-09-0359
Test Year Ended December 31, 2008

Surrebuttal Schedule JMM-13

OPERATING TNCQME ADJUSTMENT no. 3 - WATER TESTING EXPENSE

[A] [B] [C]

1 Water Testing Expense $ 8,750 $ 1,632 $ 10,382

References:
Column (A), Company Schedule C-1
Column (B): Testimony JMM
Column (C): Column (A) + Column (B)

)



LINE
no. DESCRIPTION

COMPANY
PROPOSED

STAFF . ,
ADJUSTMENTS

STAFF
RECOMMENDED

*

Surrebuttal Schedule JMM-14Sahuarita Water Company, LLC
Docket No. W-03'/'18A-09-0359
Test Year Ended December 31, 2008

OPERATING INCOME ADJUSTMENT no. 4 .. RENT EXPENSE

[A] [B] [C]

1 Rents $ 13,195 $ (11,299) $ 1 ,896

$
$

12,240
84

Staff Calculation:
Remove Rental Expense of RR HOA
8 months x $1 ,530
Remove Temporary Fence Rental
Plus 8 months of Rent at New Facility
8 months x $128.13
Adjustment

$
$

(1 ,D25)
11,299

References:
Column (A), Company Schedule C-1
Column (B): Testimony JMM
Column (C): Column (A) + Column (B)

:n

r



LINE
ul\ | 1ES"*IPTI"V\

COMPANY
PM P TSI-

STAFF
ADJ STMENTS

STAFF
RE 1vMMEN~ED

4 Sahuarita Water Company, LLC
Docket No. W-03718A-09-0359
Test Year Ended December 31, 2008

Surrebuttal Schedule JMM-15

OPERATING INCOME ADJUSTMENT no. 5 - RATE CASE EXPENSE

[A] [B] [C]

1 Rate Case Expense $ 75,000 $ (30,000) $ 45,000

Staff Calcuiationz

Estimated Rate Case Cost
Normalized Over Five Years

$ 225,000
5

45,000

References:
Column (A), Company Schedule C-1
Column (B): Testimony JMM
Column (C): Column (A) + Column (B)

a



LINE
no.

ACCT
no. DESCRIPTION

PLANT In
SERVICE
Per Staff

NonDepreciable
or Fully Depredated

PLANT

DEPRECIABLE
PLANT

(Col A - Col B)
DEPRECIATION

RATE

DEPRECIATION
EXPENSE

(col C x Col D

\

Sahuarita Water Company, LLC
Docket No. w-0371aA-094359
Test Year Ended December 31, 2008

Surrebuttal Schedule JMM-16

r

OPERATING INCOME ADJUSTMENT no, G . DEPRECIATION EXPENSE on TEST YEAR PLANT

IA] [Bl [CI rm tEl

7,541
350,861
13,636

$ .
s
s
$

6

7,541
350,861
13,636

171,671 171,571 s,717

54a,91a 548,913 1B,279

335,668
43,912
18.694

335,658
43,912
18,694

16,783
5,4a9

523

1,811 .998
10,132,307
2,051.394
112221335

656,364
816

1 .811 .998
10,132,307
2,051,394
1,222,335

656,364
816

40,226
202,646
68,31 1

101,821
13,127

54

283,991
146,129

283.991
146.129

18v942
29,225

13,856
132

13,856
132

593
13

30l1

302
303
304

305
306

307
308
309
310
311
320
320
330
331
333

334
335
336
339
340
341
342
343
344
345
348
347

348

s
s
$
$
$
s
$
$
s
s
s
s
s
s
$
$
s
s
s
$
$
s
s
s
s
s
$
s
s
$

$
$
$
$
$
s
$
s
s
5
s
s
$
s
$
s
$
s
$
s
$
s
$
s
s
$

0.00% s
0.00% $
0.00% s
3.33% s
2.50% s
2.50% s
3.33% s
6.67% s
2.00% s
5.00% s

12.50% s
3.33% s
3.33% s
2.22% s
2.00% s
3.33% s
8.33% s
2.00% s
6.67% s
6.67% s
6.67% s

20.00% s
4.00% s
5.00% s

10.00% s
5.00% s

10.00% s
10.00% s
10.00% s

s

1

2
3

4
5

6

7
B
9

10
11
12
13
14
15
16
17
18
19

20
21
22
23
24

25
26
27
2B

29
30
31
32
33

Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Plant
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant
Sub Total

s
s
s
s
s
$
s
s
$
s
s
s
s
s
$
s
s
s
s
s
s
s
s
s
s
s
s
s
s
$

11,a1 a
695

962,974
18,785,705 372,038

11,818
695

962,974
181413,667

1 ,182
70

96,297
619,499

Post Test Year Plant
320 Water Treatment Plant

320.3 Media for Arsenic Treatment
331 Transmission and Distribution Mains

Total Plant

s
s
s
s

2,566,523
120,000

2,008,000
23,480,228

$
s

$

$
$
$
$

2,566,523
120,000

2,008,000
23,108,190

3.33% s
67.00% $
2.00% $

$

85,465
B0,400
40,160

825,524

Composite Depreciation Rate (Depr Exp/ Depreciable Plant):
CIACZ

Amortization of CIAC (Line 32 x Line 33):
s
s

3.57%
4,314,254

154,124

34
35
36
37
38
39

40
41
42
43
44
44

Depreciation Expense Before Amortization of CIACZ
Less Amortization of ClAC:

Test Year Depreciation Expense - Staff:
Depreciation Expense - Company:

Staffls Total Adjustment:

$
s
s
5
s

825,524
154,124
671,400
610,853
60,547

References:
Column [A]:
Column [B]t
Column [C]:
Column [D]:
Column [E]:

Schedule JMM-3
From Column [A]
Column [A] - Column [B]
Engineering Staff Report
Column [C] x Column [D]



LINE
no. Property Tax Calculation

STAFF
As ADJUSTED

STAFF
RECOMMENDED

4

Sahuarita Water Company, LLC

Docket No. W-03718A-09_0359

Test Year Ended December 31, 2008

Surrebuttal Schedule JMM-17

OPERATING INCOME ADJUSTMENT no. 7 - PROPERTY TAX EXPENSE

IA] rB1

$ $

$
$

2,215,143
2

4,430,286
2,215,143
6,645,429

3
2,215,143

2
4,430,286

$

s

2,215,143
2

4,430,286
2,608,189
7,038,475

3
2,346,158

2
4,692,316

$
33

Staff Adjusted Test Year Revenues
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Recommended Revenue, Per Schedule JMM-1
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP -
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate (Per Company Schedule)

48,652
4,381 ,534

29.0%
876,327

11.8522%
$

48,652
41643,664

20,0%
928,733

11.8522'/9

Staff Test Year Adjusted Property Tax (Line 14
Company Proposed Property Tax

* Line 15) $ 103,864
122,230

$ (1B,366)Staff Test Year Adjustment (Line 17 -Line 18)

Property Tax - Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 17)
Increase in Property Tax Expense Due to Increase in Revenue Requirement

$
$
$

110,075
103,864

6,211

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

Increase to Property Tax Expense
Increase in Revenue Requirement
Increase to Properly Tax per Dollar Increase in Revenue (Line 25/Line 26)

$ 6,21 1
393,046

1,580293%



LINE
no. DESCRIPTION

COMPANY
PROPOSED

STAF-F
ADJUSTMENTS

STAFF
RECOMMENDED

*

*

Sahuarita Water Company, LLC
Docket No. W-03718A-09-0359
Test Year Ended December 31, 2008

OPERATING INCOME ADJUSTMENT no. 8 - INCOME TAX EXPENSE

[A] [B]

Surrebuttal Schedule JMM-18

[C]

$1 Income Tax Expense 104,948 $ (104,948) $

References:
Column (A), Company Schedule C-1
Column (B): Testimony JMM
Column (C): Column (A) + Column (B)

I:



s 24.75
37.13
e1.aa

123.76
198.02
396.03
618.80

1,237.60

N/A
N/A

s 3.3400
4.2900
5.0400

N/A
N/A
N/A

4.2900
5.0400

N/A
N/A

3.3400
4.2900
5.0400

N/A
NIA
N/A

4,2900
5.0400

N/A
NIA

NIA
N/A

3.3400
4.2900
s.0400

N/A
NIA

N/A
NIA

NIA
NIA

3.0400
3.9900

NIA
N/A

NIA
NIA

3.0400
3,9900

Company
Proposed Rates

*

Rate DesignSahuarila Waler Company
Docket NO. W-O371 BA-O9-0359
Test Year Ended December 31, 2008

Surfebutlal Schedule JMM-19
Page 1 of 2

Monthly Usage Charge Present
Staff

Recommended Rates

s s
Meter Size (All Classes):
sla x 3/4 Inch
3/4 Inch
1 Inch
1 1/2 [noh
2 inch
3 Inch
4 Inch
B Inch

15.00
2500
40.00
75.00

120.00
225.00
375,00
750.00

16.00
25.00
40.00
80.00

128.00
256.00
400.00
B00.00

Commodity Charge - Per 1,000 Gallons

5/8" x 3/4" Meter (All Classes, Except StandDiDelContmclionl
First 6,000 gallons
Over 6,000 gallons

s 20500
27500

N/A
N/A

5/8" x 3/4" Meter (Residentially
First 4,000 gallons
4,001 to 10,000 gallons
Over 10,000 gallons

N/A
N/A
N/A

N/A
NIA
N/A

First 3,000 gallons
3,001 to 9,000 gallons
Over 9,000 gallons

N/A
NIA
N/A

s 2.3900
3.5600
4.4470

5/8" x 3/4" Meter (Commeri¢:alllrriuaiionl
First 10,000 gallons
Over 10,000 gallons

NIA
NIA

NIA
NIA

First 9,000 gallons
Over 9,000 gallons

N/A
NIA

1

J 3.5600
4.4470

3/4" Meter (Residential)
Firsl 6,000 gallons
s,0o1 lo 15,000 gallons
Over 15,000 gallons

N/A
N/A
NIA

N/A
NIA
N/A

First 3,000 gallons
3,001 to 9,000 gallons
Over 9,000 gallons

N/A
N/A
N/A

zasoo
3.5600
4.4470

3/4" Meier (Commerical/lrriuationl
First 15,000 gallons
Dver 15,000 gallons

N/A
N/A

N/A
N/A

First 9,090 gallons
Over 9,000 gallons

N/A
N/A

3.5600
4.4470

1" Meter (All Classes, Except Standpipe/Construction)
Firsl 6,000 gallons
Over 6,000 gallons

ZD500
2.7500

N/A
N/A

1" Meter (Residential)
First 10,000 gallons
10,001 lo 25,000 gallons
Over 25,000 gallons

N/A
N/A
NIA

N/A
NIA
N/A

First 20,000 gallons
Over 20,000 gallons

N/A
N/A

3.5600
4,4470

1" Meter (Commercially
First 25,000 gallons
Over 25,000 gallons

N/A
WA

NIA
N/A

First 20,000 gallons
Over 20,000 gallons

N/A
N/A

3.5600
4,4470

1" Meter (Commercial/lrriuationl
First 10,000 gallons
10,001 to 25,000 gallons

N/A
N/A

N/A
N/A

First 20,000 gallons
Over 2D,[JOD gallons

NIA
N/A

3,5600
4.4470

1.5" Meter (All Classes, Except Standpipe/Construction)

First 6,000 gallons
Over s_o<>o gallons

20500
2,7500

NIA
NIA

First 50,000 gallons
Over 50,000 gallons

NIA
NIA

NIA
N/A



25.00
40.00
25.00

15.00
25.00

s
s
s
s
s
s

5 percent
.¢

s 5.00
LE percent per month

Al Cost
At Cost

Establishment
Establishment (Alter Hours)
Reconnection (Delinquent)
Reconnection (Delinquent) . After Hours
NSF Check
Meter Test (If Correct)
Deposit
Deposit Interest"
Reestablishment (within 12 months)
Late Payment Penalty
Deferred Payment
Moving Meter at Customer Request
Main Extenstion and Additional Facilities

Per Commission Rule AAC. R-14-2-403(B)
'° Per Commission Rule A.A.C. R-14-2-403(B)
"*' Per Commission Rule A.A.C. R-14-2-403(D) - Months off the system times the ml

S~ i n  a  d eter lnstallation Charges

s
$
s
s
s
s

25.00
40.00
25,00
4o.oo
15.00
25.00

1 percent
no

$5.00 or 1.50 percent per month
1.5 percent per month

At Cost
At Cost

nthly minimum

N/A
N/A

N/A
N/A

3.0400
3.9900

NIA
N/A

N/A
N/A

3.0400
3,9900

N/A
N/A

NIA
N/A

3.0409
3.9900

N/A
N/A

NIA
NIA

3.0400
3.9900

NIA
N/A

5.0400

Total Present
Charge

Proposed
Meter

lnsaliation
Charge

To\aI Proposed
Charge

Recommended
Service Line

Charge

Recommended
Me\er

Insallalion
Charge

Total
Recommended

Charge

$
s
s
s
s
s
s
s
s
s
s
$

s
s
$
s
s
$
s
s
s
$
s
s

600.00
700.00
810.00

1,055.00
1,B75.00
2,720.00
2,715.00
3,710.00
4,160.00
5,315.00
7,235.00
9,250.00

At Cost

155.00
255.00
315.00
525.00

1,045.00
1890.00
1,570.00
2,545.00
2,670.00
3,845.00
5,025.00
6,920.00

At Cost

c
F

4
Rate Design Surrebutlal Schedule JMM-19

Page 2 of 2Sahuarita Water Company
Docks\ No. W~0371BA-09-D359
Test Year Ended December 31. 200B
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3.5600
4.4470

s

l

I

First 55,000 gallons
Over 55,000 gallons

NIA
NIA

[

!

2" Meter (All Classes, Except Standpipe/Construction)

First 6,000 gallons
Over 6,000 gallons

2.osoo
2.7500

N/A
N/A

First 80,000 gallons
Over 80,000 gallons

N/A
NlA

NIA
NIA

N/A
NIA

a a.5eoo
4.4470First 9o_ooo gallons

Over 90,000 gallons

3" Meter (All Classes, Except SlandpipelConslruclion)

First 6,000 gallons
Over 6,000 gallons

2.0500
2.7500

NIA
NIA

Firsl 160,000 gallons
Over 1so,ouo gallons

NIA
NIA

NIA
N/A

First 200,000 gallons
Over 200,000 gallons

N/A
NIA

3.5600
4.4470

4" Meter (All Classes, Except StandpipelConstruction)

First 6,000 gallons
Over 6,000 gallons

2.0500
2.7500

N/A
N/A

First 250,000 gallons
Over 250,000 gallons

N/A
N/A

NIA
NIA

First 350p00 gallons
Over 350,000 gallons

NIA
N/A >

3.5600
4.4470

S" Meter (All Classes, Except S\andpipelConstructionl

First 6,000 gallons
Over 6,000 gallons

2.0500
2.75m

NIA
N/A

Firs\ 500p00 gallons
Over 500,000 gallons

NIA
N/A

N/A
N/A

Firs\ 750,000 gallons
Over 750,000 gallons

N/A
N/A

3.5500
4.4470

Standpipe (Construction)
All Usage 4.5000

4.4470

Other Service Charges

s
s
s
s
s
s

25.00
40.00
25.00
40.00
15.00
25.00

s percent
Vu

5500 or 1.50 percent per month
1.5 percent per month

Al Cos!
Al Cos(

$
s
s
s
s
$
$
s
s
s
s
s

445,00
445.00
495.00
530.00
B30.00
830.00

1,045.00
1,155.00
1,490.00
1,670.00
2,210.00
2,330.00

s
s
s
s
$
s
s
s
s
s
$
s

s

s

s

s

s

s

s

s
5

s

s

s

998.00
1,488.00
1,378.00
1,928.00
2,20B.DO
2,523.00
4,21B,00
5,49B.00

Al Cost

155.00
25500
31 s.oo
525.00

1,045.00
1,890.00
1,670.00
2,545.00
2,679.00
3,645.00
5,025.00
6,920.00

At Cost

600.00
700.00
810.00

1,055.00
1,875.00
2,720.00
2,715.00
3,710.00
4,160.00
5_315.DO
7,235.00
9,250.00

At Cost

Service Size 5/8" S
3/4" s
1" s

1-1/2" s
2" Turbine 5

2"Compound S
3"Turbine S

3"Corr\pound S
4" Turbine 5

4"Compound S
6" Turbine s

6" Compound S
Over 6" 5
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Sahuarita Water Company
Docket No. W-03718A-09-0359
Test Year Ended December 31, 2008

Surrebuttal Schedule JMM-20

Typical Bill Analysis
General Service 5/8 x 3/4-lnch Meter

Company Proposed Gallons
Present
Rates

Proposed
Rates

Dollar
Jncrease

Percent
Increase

Average Usage 5,424 $ 27.12 $ 44.22 $ 17..10 63.05%

Median Usage 5,000 28.25 42.40 $ 16.15 61.52%

Staff Recommended

Average Usage 5,424 $ 27.12 $ 31.80 $ 4.68 17.26%

Median Usage 5,000 26.25 30.29 $ 4.04 15.39%

Present & Proposed Rates (Without Taxes)
General Service 5/8 x 3/4-Inch Meter

Gallons
Consumption

Present
Rates

%
increase

s¢a,ff
Recomm'ended

Rates
$ 16.00

18.05
20.10
Hz. 15
24.20
26.25
28.30
31 .05
33.80
36.55
39.30
42.05
44.80
47.55
50.30
53.05
55.80
58.55
61 .30
64.05
66.80
80.55
94.30

108.05
121 .80
135.55
149.30
218.05
286.80

$

Company
Proposed

Rates
24.75
28.09
31 .43
34.77
38.11
42.40
46,69
50.98
55.27
59.56
63.85
58.89
73.93
78.97
84.01
89.05
94.09
99.13

104.17
109.21
114.25
139.45
164,65
189.85
215.05
240.25
265.45
391 .45
517.45

54.69% s
55.62%
55.37%
56.98%
57.48%
61 .52%
64.98%
64.19%
63.52%
62.95%
62.47%
63.83%
65.02%
66.08%
67.02%
67.86%
68.62%
69.31%
69.93%
70.51 %
71.03%
73.12%
74.60%
75.71 %
76.56%
77.24%
77.80%
79.52%
80.42%

16.00
18.39
20.78
23.17
26.73
30.29
33.85
37,41
40.97
44.53
48.98
53.42
57.87
62.32
66.77
71 .21
75.56
80.11
84.55
B9.00
9345

115.58
137.92
150.15
182.39
204.62
226.86
338.03
449.21

1,000
2,000
3,000
4,000
5,000
5,000
7,000
8,000
0,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
75,000

100,000

%
Increase

0.00%
1.88%
3.38%
4.60%

10.45%
15.39%
19.61%
20.48%
21 .21 %
21 .83%
24.62%
27.05%
29.18%
31 .06%
32.73%
34.24%
35.59%
35.82%
37.93%
38.95%
39.89%
43.62%
46.25%
48.22%
49.74%
50.96%
51 .95%
55.02%
56.53%
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July 26, 2006
A

EMPLOYMENT AGREEMENT

Dear Mark,

This Agreement covers the temps of your employment with the RaNcho Sahuarita Water
Company as General Manager. ' <1

Lg after reviewing this Agreement, you have requested changes or need clarification on any of its
terms, please indicate what they are, or if you have none, please sign fn the appropriate place
below acknowledging your acceptance.

Position: Rancho Sahuarita Water Company

Employer:

Job Description:

General Manager,

("Company")

Rancho Sahuarita Management Com party, LLC

As outlined in "Job Description & Narrative prepared by Cort
Chalfant 7/16/06" and "RSWC Yearly Schedule prepared by Mike

Lytle 9/8/05", both of which are attached.

Hire Date:

Supervisor:

1
I

Initial Base Salary:

Bonus Pool:

Bcneiits:

Employee Handbook:

Severance Package:

Cort Cbalfant or such odder person as Bob Sharpe may from time
to time designate.

$80,D00, annually .
$l0,000, annually based on performance, prorated for any partial
year of employment. The bonus pool is a completely discretionary
incentive pool ' based on both an objective and subjective
evaluation of your performance that is paid at the end of each
calendar year.

Bob Sharpe and your Supervisor will determine any amount of the
Bonus Pool to be paid to you based in large part on their
impression of your ability to execute your responsibilities as
outlined in the Job Description. Some objective measures may be
developed after your date of hire.

Pursuant to their terms and conditions, you 'are eligible for
pardcipaNon in the Rancho Sabusrita Companies 401(k) Plan, and
Paciicare Insurance Plan all of which can be more fully described
to you by Cindy Guantt, our Human Resources Administrator.

This handbook is applicable to you.

Severance in the Event of a Sale: If, after your Hire Date, the
Rambo' Sahuarita Water Company is sold to an unaffiliated entity
(unaff i l iated shall mean any entity not owned, managed, or
conbzolled by Bob Shaqoe, Fred Lewis, Cort Chalfant or other

I .
v
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Minimum No>tice:

Confidentiality:

subsequent senior managers of  Rancho Sahuarita related
companies including but not l imited to: Rancho Sahuarita
Management Company, LLC, interchange Opportunity Fund., LLP,
or Sharpe and Associates, Luc.) and the new entity then terminates
your employment within ninety (90) days of the closing date of the
sale for reasons other than the "Exceptions" listed hereinafter
under the "Severance" provision, then you shall be entitled to a
lump-sum payment thereupon equal to Eighty-Thousand Dollars,
less any tax withholding required by law, upon signing a Release
fAll Claims acceptable to the Company.

Termination and Severance by the Company Alter Your Hire Date..
You are employed at will and your employment may be terminated
at any time without cause, (a) If you are terminated after your Hire
Date for any reason other then the "Exceptions" listed below, and
such termination occurs after your 90-day Introductory Period
then upon signing a Release of All Claims acceptable to the
Company you shall be entitled to a lump sum payment equal to
Nine-Thousand Two Hundred and Thirty-One Dollars, less any tax -
withholding required by law.

GJ) If you are terminated after your Hire Date for any reason other
than the "Exceptions" listed below, and such termination occurs
widiilo your 90-day Introductory Period, then you shall not be
entitled to a Severance Payment_

(c) Exceptions: If you are terminated after your Hire Date due to
fraud, gross negligence, serious misconduct either on or of the
job, e breach of  f iduciary duty to the Company, a rnateNal
misrepresentation of your quaiiiications on your resume,.loss of
any license or certification you must hold to perform your dudes,
or the disclosure through a legally consented Background Check
that you have been convicted of one or more illegal acts, then you
shell not be entitled to a Severance Payment.

Ii after your I-Lire Date, you decide to terminate your employment
with the Company, then you shall provide your Supervisor with e
minimum of four (4) weeks advance notice of such intent to
terminate. Thereafter the Company may retain your services for
all or less than all of such Minimum Notice and you shall not be
entitled to a Severance Payment.

After the Effective Date Bdjacent to your signature below, you
agree not to disclose to osiers or use any confidential technical or
business information belonging . to Rancho Sehuaiite Water
Company or its affiliates, except as authorized in writing, by your
Supervisor. "Conidendal technical or business in.tlonnatiou"
means any information that you learn or originate during the
course of your employment, regardless of whether it is written or

LczlcrsIU6-D7/scnmnns
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Background Check:

otherwise tangible, that is not generally available to the public;
(published articles, sales literature, press releases, Internet Website
information are generally available to the public) and gives one
who uses it an advantage over competition or the best interests of
Rancho Sabuarite Water Company or its affiliates. The obligations
set forth in this paragraph shall continue. after the term of your
employment with Rancho Sehuarita Water ,Company for a period
otlnot less than two years.

Effective January I, 2006, Rancho Sahuarita Management
Company periodically conducts routine Background Checks on
company personnel. Your execution of a "Release Form for
Employment./Background Reports" is a condition to employment.
Any personal information learned by the Company as a result of
any such Background Check shall be used for internal purposes
only and will not be shared with any third party for any non-
Company business.

If this Employment Agreement is acceptable to you, please sign and date in the appropriate
spaces below indicating your acceptance.

1

\

Sincerely,
Rancho Sdmarita Management Co many

Fred Lewis
Senior Vii:e»President

Cc: Robert Sharpe

74
Accepted by: 4< Shamans

7.27- 040
Bijective Date:

|

I
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Comparison of Salary Expenses of B Size Companies Regulated by the Commission

B Size Company
North Mohave Valley Corp
Valley Pioneers Water Company, Inc.
Camp Verde Water Services
Valley Utilities Water Co., inc.
Sunrise Water Company
New River Utilities Company
Rio Verde Utilities, inc.
Big Park Water Company
Largo Del Oro Water Company
Doney Park Water Services
Pueblo Del Sol Water Company
Pima Utility Company
Vail Water Company
Bermuda Water
Community Water of Greenvalley
H20

$
$
$
$
$
$
$
$
$
$
$
$
s
$
$
$

Revenues
1,092,918
1,097,730
1,152,382
1,171 ,037
1,300,813
1,374, 100
1,402,646
1,403,207
1,905, 1 1 1
1,919, 196
1,944,471
2,039,761
2,378,875
3,103,252
3,139,969
3,934,320

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

Salary Exp
177,782
306,433
413,257
347,230
446,709

80,000
145,812
636,454
186,384
690,275
251,103
306,409
277,656
752,628
846 259 l

1,146,371

Average
Median

$
$

1,897,487
1.654.159

$
$

438,173
326,832

Sahuarita Water Company 35 2,215,413 $ 637.012
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MQANAGEMENT SERVICES AGREEMENT
(Rancho Sahuaritn Water Co.)

This Management Services Agreement ("Agreement") is dated, for reference purposes only,
~as of June 1. 2007 {"EfEective Date"), by and between Rancho Sahuarita Water Co., LLC, an
Arizona limited liability company ("Owner"), and Rancho Sahuaiita Management Company, L.L.C.,
an Arizona limited liability company, or its assignee ("Contractor"), in recoghition of the following
facts and intentions :

A. Owner operates a private water utility business ("Business") in the Town of
Sahuarita, Pima County, State of Arizona.

B. Contractor owns and operates a business that includes providing employees and
record-keeping support and services.

C.
hereinafter.

The parties desire to enter Mto a contractual relationship on the terms and conditions

NOW, THEREFORE, in consideration of the mutual promises of the pities, the parties
agree as follows:

1. Independent Contractor Engagement. Owner hereby engages Contractor as an
independent contractor and Contractor hereby accepts said engagement by Owner upon the terms
and conditions hereinafter set forth.

2. Relationship. The parties agree that the relationship of Contractor to Owner shall be
that of an independent contractor, rather than a Contractor. Contractor shall have no power or
authority to act for, represent or hind Owner in any manner.

3. Control. Hours and Outside Activities. Owner shall not control or direct, or have the
right to consol or direct, the details, manner or means by which Contractor performs its obligations
under this Agreement. Contractor shall devote such time, attention and energies to its obligations
hereunder as are reasonably necessary. Contractor shall be free to engage in any activities, in
addition to those required under this Agreement, so long as such activities do not hiterfere with the
performance of its obligations hereunder.

4. Term. The term of this Agreement shall commence on the Effective Date, and shall
terminate on the earlier of (a)May 31. 2012,01 (b) sixty (60) days after Owner shall deliver to
Contractor written notice of Owner's election to terminate this Agreement ("Termination Date").

5. Services. Contractor shall provide to Owner such employees and record-keeping
support and services in connection with the Business as Owner may request, from time to time, as
Owner shall deem reasonably advisable and in the best interest of the Business. Contractor shall
deliver to Owner written reports, upon the request of Owner ism time to time (but no more
frequently than monthly), with respect to the foregoing employees and record~l<eeping support and
services. Notwithstanding anything in this Agreement to the contrary, the employees to he provided
by Contractor to provide services for Owner shall be deemed to be employees of Contractor and not
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of Owner to the maximum extent permitted by law. Without lirrNting the gen erality of the foregoing,
Contractor and not Owner shall be solely responsible to pay before delinquent to all applicable
governmental authorities any and all employinnent related taxes and to File before delinquent to all
applicable govenmiental authorities any and all employment related reports and other documents.

6. Consideration. In consideration for providing the foregoing employees and record-
keeping support and services, Owner agrees that Contractor shall be entitled to receive from Owner
payment of the compensation set forth on Schedule 1 attached hereto and incorporated herein by this
reference. Such compensation shall be due and payable by Owner to Contractor no later than five
(5) business days after invoice Eoin Contractor.

7. Taxes. Contractor shall be responsible to tile and/or pay all taxes that may be
incurred by Contractor in connection with the performance of this Agreement. In addition,
Contractor shall cooperate with Owner in completing such tax forms (including, but not limited to,
Forms 1099-MISC and l096) upon the reasonable request of Owner Eoin time to time.

8. ContIactorBusiness Expenses. Subject to Section 6 above, Contractor shall be liable
to pay for the necessary business expenses that may be incurred by Contractor in its performance of
this Agreement.

9. Contractor Insurance and Indemnification Requirements.

9.1 Contractor Insurance Requirements. During Ume time of this Agreement, Contractor
shall secure and maintain in force, at Contractor's sole expense, such employment practices liability
insurance coverage in connection with the employees to be provided under this Agreement by
Contractor to Owner in such amounts of coverage as Contractor may determine as reasonable from
time to time and consistent with Contractor's other employment practices liability insurance
requirements or practices. To the extent possible, all such insurance shall name Owner as an
additional insured, and shall provide that Owner shall receive noN ce from the respective insurance
carrier no later than thirty (30) days prior to cancellation of any such policy. Such policy shall be
issued by such insurance company or companies as Contractor shall reasonably approve. Contractor
shall deliver to Owner copies fall such insurance policies or certificates of such insurance upon the
execution of this Agreement by Contractor and delivery of same to Owner, and Contractor shall
deliver to Owner copies of all renewals, extensions and endorsements of and to all such insurance
policies upon Contractor's receipt of same.

9.2 Contractor Indemnification Requirements. Contractor shall indemnify,defend (with
legal counsel selected by Owner) and hold Owner harmless for, Hom and against any and all
liability, loss, cost, damage or expense, including but not limited to court costs and reasonable
attorneys' fees, which from or are in connection with Contractor's performance of its obligations
under this Agreement and/or which arise from or are in connection with the actions or omissions of
the employees to be provided under this Agreement by Contractor to Owner, except to the extent of
the negligence or willful misconduct of Owner, which indemnification obligation shall survive a
termination of this Agreement for a period of two (2) years.

2
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10. Waiver. No waiver or modification of this Agreement or of any covenant,
modification or limitation herein contained shall be valid unless in writing and duly executed by the
party to be charged therewith. The waiver by Owner off breach of any provision of this Agreement
by Contractor shall not operate or be construed as a waiver of any subsequent breach by Contractor.
The waiver by Contractor of a breach of any provision of this Agreement by Owner shall not operate
or be construed as a waiver of any subsequent breach by Owner.

l l . Governing Law and Venue. This Agreement shall be governed by and
construed in accordance with the laws of the State of Arizona. In the event of any dispute, venue
shall be the state court located in Pima County, Arizona.

12. Attomevs' Fees. Should it be necessary for any party hereto to institute any
proceeding to enforce this Agreement by reason of failure of the other party to comply with the
terms and conditions set forth herein, the prevailing party shall be entitled, in addition to all other
relief, to reasonable attorneys' fees and related expenses as may be determined by the court or
arbilzator.

13. Assignabilitv. Contraster shall be permitted assign any or St] omits right, title
or interest in and to this Agreement to any third party with notice of such assignment given to
Owner.

14. Successor Clause. This Agreement shall be binding upon and shall inure to
the benefit of the heirs, personal representatives, successors and assigns of the respective parties
hereto.

15. Entire Agreement. This Agreement contains the entire agreement between
Owner and Contractor with respect to the subject matter hereof, and supersedes all prior written or
oral negotiations, comrnitrnents or agreements, if any, between Owner and Contractor.

16. Notices. A11 notices required to be given hereunder shall be in writing and
shall be conveyed by (a) personal delivery, (b) U.S. Mail by certified or registered mail, postage
prepaid with return receipt requested or (c) facsimile transmission (provided that such notice by
another approved method hereunder simultaneously), as follows:

If to Owner: 4549 East Ft. Lowell Road
Tucson, Arizona 85712
Attention: Cort Chalfant
FAX: (520) 529-3137

If to Contractor: 4549 East Ft. Lowell Road

3
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Tucson, Arizona 85712
Attention: Fred Lewis
FAX: (520) 529-3137

I

Each party may designate 80m time to time another address 'm place of the address set forth above
by notifying the other party in the same manner as provided in this Section 16. .

17. Time ofEssence. Time is of the essence of each and every provision hereof

18. Severabilitv. Each and every provision contained in this Agreement is
severable and, in the event that any provision herein shall be determined to be invalid or
unenforceable by any court or arbitrator of competent jurisdiction, this Agreement shall be
interpreted as if such invalid or unenforceable provision was not contained in this Agreement.

19. Interpretation. Contractor and Owner enter into this Agreement freely and
voluntarily, after having received independent legal advice from counsel of their own choosing
concerning the legal requirements and effects of this Agreement. Although counsel for Owner
prepared this Agreement, this Agreement shall not be construed against Owner in any manner or to
any degree.

]N WITNESS WHEREOF, the parties have executed this Agreement to be effective as of the
date Erst written above.

O R:
Rancho Sahuarita Water Co., LLC, an Arizona limited liability company

opiates, Arizona corporation, its Manager

By
RobBy ".  h a re , E3211

'I

CONTRACTOR:
Rancho Sahuarita Management Company, L.L.C., an Arizona limited liability company

By MKS c

By: M V
Fred Lewis, President

semen Group, Ltd. An Arizona corporation, Member

4
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COMPENSATION To CONTRACTOR

I

Employee Name
Employee Pay

Rate
Cindy Gaunlt
Fred.Lewis
Cort Chalfant
Hortensia Lopez
Rlla Luge
Mike Bowman
Ray Gauthier
Mark Shamans
Jenna Allen
Diane McKenzie
Alejandro Novoa
Pau! Martinez
Fred Rodriguez
Marian Homlak
Raul Maldonado

s
$
$
s
$
$
$
s
$
$
$
5
5
s
$

252_29
1 ,636,55
2,730.91

408.29
219.29

1,633.68
2,283.29
4,274.13
1,599.51
2,667.78
1,713.1 Q
2,695.20
1 ,774.80
2,538.90
1 ,774.80

Employee Pay
Frequency
Bl-weekly
BI-weekly
BI-weekly
Bl-weekly
Bi-weekly
BI~weekly
Bl-weekly
BI-weekly
Bl-weekly
Bi-weekly
Bi-weekiy
Bi-weekly
Bi-weekly
Bl-weekly
Bi-weekly

Status
Not dedicated
Not dedicated
Not dedicated
Not dedicated
Not dedicated
Not dedicated
Dedicated
Dedicated
Dedicated
Dedicated
Dedicated
Dedicated
Dedicated
Dedicated
Dedicated

Responslbiliiy
Human Resources
RSMC Controller
Senior Manager
Flle Clerk
Accounts Payable
Land Development
Operations Manager
General Manager
Customer Service Rep.
Customer Service Mgr.
Laborer
Water Quallty Mgr.
Mechanic
Controller
Water Operator ll

C W

The bi-weekly payrates shown herein include FlCA, employer paid health Insurance, and 401K matching expense plus a 25% markup to
cover general overhead and profit. This schedule of values is representative of the level of compensation occunlng bl-weekly as of the
dale hereof but is subject to change as actual sla lf hours are added or deducted based on the demands of Owner. Actual
compensation shall be based on the actual costs for labor incurred by Contractor (inclusive of full-time dedicated water personnel plus
allocated staff not dedicated to water operations) plus 25% for Overhead and Profit. in addition, this schedule if values does not reflect
yearend employee bonuses which shall be passed through by Contractor to Owner in the same manner as regular monthly billings.
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Rancho Sahuarita Water Company
I"

I

i

»

l

|

. .  D

Staining Plan Summary I

i

a

i
E
s
I

l

I

The Rancho Sahuarita Water Company has e>éperienced explosive growth since it's
inception in 1999. There are currency 3870 services connected to the system.
Growth is anticipated to continue as the development expands over the rem 15-20
years. In an effort to keep up with the growth, the water company must maintain an
adequate staffing level. This plan will identify the worldoad of current staff and
project when new stay must be added

I

I

1

|

1

|
I

This plan will assume a new field staff member will be added for every 1000 new
service connections. Assuming the development is 1/3 built out at this time, there
is anticipated to be at least 7,000 new connections by the end of the project. That
equates to 7 new staff members to maintain the level of service currently being
provided to the customers in Rancho Sahuarita and Rancho Resort. This plan will
look at the next 10 years and will be revised annually. This plan does not take into
account the addition of Rancho Maria since that project has not been finalized at
this time. i

Staffing Calculations

The basis for adding one new fieldstaff member for every 1000 service
connections was calculated by analyzing the current work load in available hours
worked per year and dividing by the number of service connections. Table l of this
plan shows that calculation is equal to 1.5 hrs dedicated to each service meter.

Work hours were calculated by multiplying 3 current field staff members by a 40
hr workweek by 52 weeks for a total of 2080 hrs. Subtracted from that are the
anticipated vacation and holidays for current staff 'm the work year. That result was
136 hrs, subtracted from 2080 leaves 1944 available work hours per employee. The
sum of the 3 Held staff equals 5832 hrs.

The worldoad was analyzed by taking into account the daily activities of the
combined staff and is shown in Table 2. Work was broken into Non-maintenance
and maintenance activities. Each task was assigned an approximate time to
complete and then multiplied out to show the yearly hours required. The total sum

1
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bf the workload is 5917 Mal The resu.1t of dividing the workload hours of 5917 by
the current service connections of 3870 equals to the 1.5 hr/connection.

10 yr Starting Projections

Tables 3 84 4 show the projected l0-year stafhlug plan. This plan does not take into
account any additions to the system related to Rancho Malia Should that project
materialize, staffing levels will have to be accelerated. New stay will be added at
each 1000 service connection point as indicated above.

The table shows an addition of a mechanic in January 2007. This position is to
keep staffing at the current level with the promotion of Ray Gaudnier to Operation
Manager. The mechanic will report t o the Operations Manager and be
responsible for all preventative maintenance work. A job full description is in the
appendix. It is also anticipated that as worldoad allows, the mechanic duties can
include maintenance at the facilities currently being supported by the construction
group. Should this be the case, both groups will share the mechanics salary.

The water company is projected to cross the 4000 service connection mark in late
2"d qtr 2007. At that time, based on the previously mentioned calculation, a new
Operator H will be added. The next projected 1000-service connection intervals are
in 151 qtr 2010, 4th qtr 2012, and lTd qtr 2015. A new Gperator II will be added at
each time. The Operator II job description is in the appendix.

It is anticipated that 'm the ISI qtr 2008, the water company will begin treating the
groundwater for arsenic to come into compliance with the EPA Arsenic rule. A
licensed treatment Operator I will have to be added at that time. The new
treatment operator will be responsible for die day-to-day operation of the treatment
plant, coordinate maintenance with the operations group and do all compliance
sampling at the plant. The Operator I job description is in the appendix. The
treatment operator will report to the Water Quality Manager and assist in the

collection of compliance monitoring samples as needed.

1.

A clerical position is slated for FY 2009 in anticipation of the water company
building being completed. This position will report to the Customer Service
Manager and fulfill the general receptionist and clerical duties.

2
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Rancho SahuaritaWater Company
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10-Year Vehicle Projections
.~ 1 :

8Table 5 breaks down the projected vehicle requirements anticipated for the water
company for the reM 10 years. It is projected that at least 8 new vehicles will be
necessary to meet the growth of the company. There is also projected in FY 2013
and 2014 costs to replace vehicles purchased in FY 2006 that will be 7 & 8 years
old and with very high mileage.

§
¢

J

In FY 2007, the water company will be requesting 3 vehicles. First vehicle will be
for the administration stair (GM, Controller, CSM). This vehicle will be used to
travel to meetings, corporate, etc. A Ford Explorer would be the preferred vehicle
over a sedan type for potential travel into work areas around the development. The
second vehicle is an F-450 service vehicle for the mechanic. This vehicle will be
outfitted with a 1-ton crane hoist to lift booster pumps and motors, etc. The vehicle
will also have an air compressor for supply to tools. The 3rd vehicle projected is an
F-150 PU for the Operations Manager in AM qtr 2007. It is anticipated at this time
his F-250 will be given to the new Operator ll scheduled for that time.

In FY 2008, the water company will be requesting 2 vehicles. First vehicle is an F-
150 PU to be used by the Water Quality Manager as a replacement for the Toyota
Tacoma currently being used by the Water Comp any. This Toyota has over
126,000 miles as of 12-01-06 and will be used in FY 2007 yr by the WQM. It is

anticipated the vehicle will be over 150,000 miles by 2008. The second vehicle is
an F-250 service vehicle for the projected Treatment Operator for use at the
Arsenic plant and other areas as mentioned above.

_

Future vehicles are projected as new Operator ]I's are added to statE F-250 Service
vehicles will are projected for FY's 2010, 2012, 2015.

10-Year Tool and Equipment Projections

Table 6 breaks out the tool and equipment needs for the next 10 years over and
above the annual budget requests. This breakdown reflects the addition of the
projected staff as outlined 'm this document. In FY 2007, with the addition of the
mechanic, a large volume portable air compressor and associated tools will be need
for the mechanic. Incidental tools are requested for the projected Operator IFS as

3
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they are hired. Also requested in FY 2007 is money for the WQM for field
irxstmnuents reqLd.red for water sampling.

Rancher 22898183Water Qsnapany
v'

s
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Rancho Sahuadta Water
p"

Company

1.

1

Stauff Positions 2006-2016

Management Staff

Positions Salary Range Manager

General Manager $80,000 + Bonus Mark Shamans

Duties: Responsible for each unit of the utility. Responsible for planning, organizing, and directing the day to
day operations of the utility. Responsible for the development and implementation of the annual and 10 yr
proforma budget. Foremost advocate for the growth of the company.

Operations Manager $40,000_65,000 Ray Gauiabier

Duties: Supervise O&M Sta1E (4-6), develop and maintain preventative maintenance program, schedldes all
Held maintenance work, SCADA oversight and development, develop and maintain ARV maintenance
program, develop and maintain ire hydrant PM program, develop and maintain valve exercising program,
assist GM with plan reviews, liaison with builders and contractors, training stay, 511 in where needed

Customer Service Manager $40,000-65,000 Diane McKenzie
I

Duties: Supervise C,S. Stair (3-4), Billing and invoicing, Bluestake coordination, inspection coordination,
track meter installs, tick meter turn yEs, payroll.

Controller $40,000-65,000 Malian Homiak

Duties: Budgeting and planning, L.E.A. management and tracing, assist GM with ACC reporting and
documentation, cash flow, etc.

Water Quality Malnager $40,000-65,000 Pau] A. Martinez

Duties: Develop compliance monitoring plan (formerly MAPS) for ADEQ, compliance reporting to ADEQ,
ADWR reporting and monitoring, keep current with new rule changes and regulation updates, develop all
water company plans related to water quality, develop back flow program

I
l



q

0 Rancho Sahuarita Water Company
v'

Staff PositiQns 2006-2016

is

Field Staff

Positions Salary Range Status Staff

Operator I $34,000 -. 40,000 1 position open Projected 2048

Duties: Report to WQM Manager - all compliance sampling, treatment plant operations, well inspections,
ager hours and emergency call outs, vehicle maintenance, customer complaints, etc.

Operator H $27,000 -. 30,000 l Current
4 013811

Brad
lea '0g,'10,=12,=15

Duties: Report to O8LM Manager - bluestake, metmse8, meter inspections, meter reads, assist Open or I in
maintenance, will work on ARV, Fire Hydrant and Backflow programs.

Mechanic I $34,000 .-- 40,000 1 position open Projected 2007

Duties: Report to O8cM Manager - A11 preventative maintenance on pumps, motors, valves, ARV's,
backflow and tire hydrants. Assists in pm's for construction unit

Laborer $23,000 -.. 27,000 Current Alex

Duties: Report to C.S. Manager - meter sets, contractor service requests, meter inspections, meter reading

3
Adnniloistrative Assistant

Duties: Report to C.S. Manager - Monthly billing, Filing, customer service, phone calls, etc.

$23,000 .- 27,000 Current Vacant

1 position open

Duties: Report to C.S. Manager - Answer phones, general secretarial, customer service, mail pick up

Clerk/Receptionist $20,000 .- 25,000 Prob ected 2009
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f

industry Comparisons - Staffing per Connections

Flowing Wells
irrigation

Community
Water

Las Quintal Ore Valley
Rancho

Sahuariia Water
Company

Number of connections 3,500 s,o0o 1,200 13,887 3,729

Popuiatjon sewed 101500 1B,DOD 3,6o0 41,000 11,187

Total Staff 15 4 35 7

Connectlonslstaff 318 375 300 330 533

PcpulationlstaiT 955

11

1125 Q00 1171 1598

>
z

'PDEQ uses 3 persons per connection to calculate population.

L

I.
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s

EXHIBIT

1 BEFORE THE ARIZONA co1éi61lQEi<6\1*&ibMMIss1on

I COMMISSIONERS
I

5

3
'it
ii'

3
3
if loN

2010 JUL 15 A Q: 552

3

4

5

6

7

8

KRISTIN K. MAYES n- Chairman
GARY PIERCE
PAUL NEW MAN
SANDRA D. KENNEDY
BOB STUMP

`EJf36i(ET CUHIRUL
i~' L;*J :.

l l.\ I \

IN THE MATTER OF THE APPLICATION OF I DOCKET NO. W-03718A-09-0359
SAHUARITA WATER COMPANY, LLC FOR
A RATE INCREASE. NOTICE OF ERRATA

9

10 The Utilities Division of the Arizona Corporation Commission ("Staff") hereby gives notice

11 of filing of Errata Schedules JMM-19, and JMM-20. In response to the Rejoinder Testimony filed by

C

12 the Company, Staff determined the customer bill counts were not properly annualized. These

13 1 schedules correct this issue.

¢--

14

15

16

RESPECTFULLY SUBMITTED this 15*hday of Jul 2010

02
Wesley C.
Attorney,

W \QQ»1

17

18

1 Cleve
L I Div ision

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007
(602)542-3402

l 15"' day of JuIv, 2010, with:

23

Lawrence V. Robertson, Jr.
Attorney at Law
P.O. Box 1448
Tubae, Arizona 85646

19
\Original and thirteen (13) copies

20 oldie foregoing f iled this

21
Docket Control

22 Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

24 i Copy of the foregoing mailed this
15 , day of lu ly, 2010, to:

25

26

27

28

cl 7 / A M W <024a4,42>

Illllll



s 24.75
37.13
61.88

12376
198.02
396.03
B1B.B0

1,237,so

N/A
NIA

s 3.3400
42900
50400

N/A
NIA
NIA

4.2900
5.0409

NIA
NIA

3.3400
4.2900
50400

NIA
NIA
NIA

4.2900
5,0400

N/A
WA

N/A
NIA

ml .
N/A

3.3400
4.2900
5.0400

NI~
N( .

N/~
N/~

3.04~
3.9~

Nl~
N/~

3.040
~-.-

N/~

N/~

Company
Proposed Rates

4

Sahuarka Waler Company
Dumas No. W-0371 eA-oe-casa
Test Year Ended December 31, 2008

Rate Design Errata Schedule JMM-19
Page 1 d2

Monthly Usage Charge Prssonl
Staff

Recommended Rota

Meter Size (All Classes):
5/B x s/4 Inch
3/4 inch
1 Inch
1 1/2 Inch
2 Inch
a Inch
4 Inch
6 Inch

s 1e.oo
25.00
40. of
75.00

120. OF
225.00
375.00
750.09

s 16,011
25.oo
40. 00
80. of

128.00
256. 00
400.00
aoo.0o

Commodity Charge . Per 1,000 Gallons

5/8" x 3/4" Mew (All Qlaaw. Excuse gcandpi-;>eJQonlru<,1ion)

First8,000 gallons
Over B,00O gallons

s 2.0500
2.7500

NIA
NIA

5/8" x 3/4" ogler (Residential
Firsl 4,090 gallons
4,001 \o 10_000 gallons
Door 10_000 gallons

NIA
NIA
NIA

NIA
NIA
WA

Firxl 3,000 gallons
3,001 to 9,000 canons
Over B,DO0 gallons

NIA
NIA
NIA

s 2.3100
3.4760
4.1660

SIB" x 3l4" Meter Qcmmericalllrriaatlonl
First 10,008 gallons
Over 10,000 gallons

WA
NIA

N/A
we

1
I

First 9,o00 gallons
Over 9,000 gallons

NIA
WA

3.4760
4.1660

3/4" Maier fResiden\IaN
Firsl ¢s.000 gallons
s,001 lo 1s,ooo9aILor\s
Over 15_000 gallons

NIA
N/A
NIA

N/A
N/A
N/A

First 3.000 gallons
3,001 lo 9,000 gallons
Over 9,000 gallons

WA
N/A
NIA

2.3100
3.4760
4.1560

3l4" Meter lQonunari;aVlmualion\
First 1s,000 gallons
Ovsv 15,000 gallus

NIA
mA

N/A
NIA

First 9,000 gallons
Qver 9,000 gallons

N/A
NIA

3.4760
4.1850

1" Meier (All Classes, Exoe91 SlandpipalCons\ruc:lion)

First6,000 gallons
Dvsr 6,000 gallons

2.0500
2.750C

NIA
NIA

1" Mqfer (Residsmial5
Fw 19,000 gallons
10,001 to 25,000 gallons
Over 25,000 gallons

NIA
WA
WI!

NIA
NIA
NIA

First2D,0D0 gallons
Over 20,000 gallons

mm

NJA

3,4760
4.1660

1" Mglgf fqqmlnereiall
First 25,000 gallons
Over 25,000 gallons

n u
N1,e

N/A
NIA

Firsl 20,000 gallons
Over 20.000 gzallorus

nu
WI

3.4760
4.1550

1" Mawr lQummefciaI!Irriaa1ion\
Flrsl 10,000 gallons
101001 ll) 25,000 gallons

N"
W/

WA
NIA

Firsl20,800 gallons
Over 20,ooo gallons

WI
nu

3.4760
4.1660

1.5" Meter (All Classes, Except S\andpiD8/Constmdion]

First 6.000 gallons
Over 6,ooo gallons

2.0501
2.7501

NIA
N/A

First 50,000 gallons
Over 5D,000 gallons

WA
W/

NIA
NIA



25.00
40.00
25.00

s
s
s
s
s
s

15.00
25.00

e

B percent
-n

Establishment
Establishment (After Hours)
Reconneczioo (Dolinqueltl)
Reconnection (Delinquent) - After Hours
NSF Cheat
Meter Test (re Correa)
Deposit
Deposit Interest"
Reestablishment (wilhiri 12 months)
Lela Payment Penalty
Deterred Payment
Moving Meter at Customer Request
Main Extenstion and Additional Facilities

s 5,00
1.5 percent per m/:wtlh

Al Cost
Al Cost

° Per Commission Rule AAC R-14-2-403(H)
" Per Commission Rule AAC. R-14-2-403(B)
"" Per Commission Rule AAC R44 2-4oa(D) . Months off the system times the m(

Service and Meter Installation Cherries

s
s
s
s
s
S

25.00
40.00
25 of
40.00
15.00
2s.oo

Q

1 pewant
. . .

$5.00 or 1.50 percent per morrlh
1.5 percent per month

Al Cost
Al Cost

nthly minimum.

NIA
N/A

NIA
NIA

3.0400
338900

N/A
NIA

WA
NIA

3.0400
3s900

NIA
NIA

NIA
N/A

NIA
NIA

3.0400
3.9900

NIA
NIA

3.0400
3.9900

N/A
WA

5.0400

Total Present
Charge

Proposed
Meter

Installation
Chama

Tale! Proposed
Cha ~s

- ecnmmended
S!lviuE' Line

Charge

Reeommsnded
Me\er

Installation
Char~

Trial
Recommsnde<l

Charqo
s
s
s
$
s
s
s
s
s
s
s
s

s
s
s
s
s
s
s
s
s
s
s
s

155.00
25500
315.00
525.00

1,045.00
1 890.00
1,670.00
2,545000
2,e70.00
3,545.00
5,025.00
6320.09

Al Cost

600.00
700.00
B10.00

1,055.00
1,875.00
2,720.00
2 71 s.o0
3,710.00
4,160.00
5,315.00
7,235.00
9,250.00

A: Cost

4
1

Sehuarlle Water Company
Ducks! No. W4J3718A~09-0359
Test Year Ended December 31, 2008

Rate Design Errata Schedule JMM-19
Page 2 MY

First 55,000 gallons
Over 55.000 gallons

N/A
NIA

3.4760
4.1650

2" Meter (All Classes, Excapl Standpipe/Construction)
First 6,000 gallons
Over 6,000 gallon:

2.0500
2.7500

WA
NIA

First B0.000 gallons
Over 88,060 gallons

NIA
N/A

NIA
NIA

FIrst 90,000 gallons
Over 90,000 gallons

NIA
N1A

3.4760
4.\660

3" Meter (All Clauas, Exeapl Standpipe/consiruction)
First 8,006 gallons
Over6,800 gallons

2.0500
2.7500

NIA
N/A

Fist 160,000 gallons
over 1s0,000 gallons

NIA
N/A

N/A
NIA

Final 200,000 gallons
Over 200,000 gallons

NIA
WA

3,4760
44660

4" Meter (Nr Clauses, Exoepl Siaminipe/Conxnrudion)
Fim 5,000 gallons
Over 8,000 gallons

2.0500
2.7500

NIA
NIA

Fim 250_ooo gallons
Over 259,000 gallons

NIA
N/A

N/A
NIA

Firm 350,000 gallons
Over 350,000 gallons

NIA
N/A

1
I

3.4760
4.1660

6" Meter (All Classes, Except StandpipalConstruc:tion)
Firm s,coo gallons
Over 5,000 gallons

2.0500
2.7500

NIA
N/A

First 500,000 gallons
Over 500,000 gallons

N/A
NIA

NIA
N/A

First 750,000 gallons
Over750,000 gallons

NIA
WA

3.4760
4.1669

Siandpips (Conairudlon)
All Usage 4.5000 4.1660

Other Servicer Chsrues

s
s
s
s
s
s

25.00
40.00
25.00
40.00
15.00
25.00

s percent
»»

8

$5.00 or 1.50 percent par month
1.5 psment per month

Al Cost
Al CostQB

'\>01§ f()6

a

s
s
s
s
s
s
s
s
s

s
s
s
s
s
s
s
s
s
s
s
s

s
s
s
s
s
s
5
s
s
s
s
s

eoo.o0
700.00
510.00.

8 g 5 5 _ g 9 . /
998.00

1,4a8.00
1,378.00
1,928.00
2,20s.00
2,823.00
4,21a.00
5.4sa.00

155.00
255.00
315,00
525.00

1.04500
1,s90.00
1,e70.00
z,545.00
2_s70.00
s,s4s.oo
5_025.00
6,820.w

1,e75.00
2,720000
2,715.00
3,710.00
4,160.00
5,315.00
7,235.00
9,250.00

Service Size alB" S
3/4" s
1" s

1-1/2" s
2"Turbiraa s

2"Cornpcund $
3"Turbine s

3"Compowm $
4" Turbine S

4"Compound $
6'Turbine s

S" Compound S
Overs" s

445.00
445.00
495,00
saaoo
830.00
830.m

1,045.00
1,165.00
1_4so.on
1,670.00
2,21000
2,3a0,oo

Al Cost AI Cosl AL Cost



I
4

J

1

Sahuarita Water Company
Docket No. W-D371 BA-D9-0359
Test Year Ended December al, 2008

Errata Schedule JMM-20

Typical Ball Analysis
General Sewioe 5/8 x 3/4-Inch Meter

Gallons
Present
Rates

Proposed
Rates

Dollar
Increase

Percent
Increase

Company Proposed

Average Usage

Median Usage

5,424

5,000

s 27.12 $ 44.22 s 17.10 63.05%

26.25 42.40 s 18.15 61.52%

Staff Recommended

Average Usage

Median Usage

5,424 s 27.12 s 31,36 s 4.24 15.62%

5,000 25.25 29.88 s 3.63 13.84%

Present & Proposed Rates (Without Taxes)
General Service 5/8 x 3/4-Inch Meter

Gallons
Consumption

Present
Rates

Company
Proposed

Rates
%

Increase
%

Increase
s 16.00

18.05
20.10
22.15
2420
26.25
28.30
31 .05
33.80
36.55
39.30
42.05
44.80
47.55
50.30
53.05
55.80
58.55
61 .30
64.05
66.80
B0.55
94.30

108.05
121 .80
135.55
149.30
218.05
286.80

s $
1,000
2,000
3,000
4,000
5,000
s,000
7,000
0,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
75,000

100,000

24.75
28,09
31 .43
34.77
38.11
42.40
45.59
50.98
55,27
59.56
63.B5
68.89
73.93
78,97
84,01
89.05
94.09
99.13

104.17
109.21
114.25
139.45
164.65
189.85
215.05
240.25
265,45
391 .45
517.45

54.69%
55.62%
55.37%
56.98%
57.48%
61 .52%
84.98%
64.19%
63.52%
62.95%
62.47%
63.83%
65_02%
68.08%
57.02%
67.86%
58.62%
59.31%
69.93%
70.51%
71.03%
73.12%
74.60%
75.71%
78.56%
77.24%
77.80%
79-52%
80.42%

Staff
Recommended

Rates
15.00
18.31
20.82
22.93
26.41
29.88
33.36
36.83
40.31
43.79
47.95
52.12
56.28
80.45
84.62
68.78
72.95
77.11
81 .28
85.45
89.61

110.44
131.27
152.10
172.93
193.76
214,59
318.74
422.89

0.00%
1 .44%
2.59%
3.52%
9. 12%

13.84%
17.87%
18.63%
19.26%
19.80%
22.02%
23.94%
25.63%
27.13%
28.46%
29.66%
30.73%
31 .71 %
32.59%
33.41%
34.15%
37.11 %
39.21 %
40.77%
41 .98%
42.95%
43.73%
46.18%
47.45%
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